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PREFACE 

The present treatise is, in the main, confined to the science 
of accounts, i. e.j its principles and definitions, as distin- 
guished from the practice or art of accounting. The im- 
portance of these principles cannot be overestimated. Indeed, 
their thorough mastery is essential to the practitioner. With- 
out them, correct practice is impossible save in a limited and 
parrot-like way. With them, a correct and effective practice 
is possible under every divergent requirement of the art. 
The author believes the present volume is the only generally 
available publication in which the principles of modem ac- 
counts, as established by the best practice, may be found. 

The author has designed his book for the use of account- 
ants and others who desire to harmonize their own practice 
with modem principles, or who may wish the volume for 
general reference. The work is necessarily elementary in some 
respects, but it will be found to contain all those principles 
which are requisite to a clear understanding of the science 
of accounts. Though not primarily designed as a text book, 
it may be employed to advantage with any of the practice 
systems now in use. 

It will not be questioned by any one familiar with the con- 
ditions that there is a pressing need for better and more 
modem works in the accounting field. From his own ex- 
perience of some ten years past as a professional accountant 
in New York City, the author feels justified in stating that 
the majority of accounting systems in actual use to-day — with 
the exception of those which have been revised by profes- 
sional accountants — are susceptible of material improvement. 

S 



b PREFACE 

The scarcity of really good modern works on accounting 
is even more marked in the field of text books. Nowhere are 
they more imperatively needed. A defective or deficient text 
book is a serious handicap to the commercial teacher. His 
books are his tools and he should have the best. A good work- 
man may do good work with poor tools, but if his tools are 
good he will do better work and do it more easily. 

Criticism of some of the existing works on accounting is 
answered by the statement that they include systems exactly 
duplicating those actually used in successful businesses. The 
defense is weak, for in many cases the systems presented 
are defective, or not in accord with modern practice. The 
fact that a system is in use by a successful business does not 
prove that the system is a good one. The business, as is 
frequently the case, may have succeeded in spite of the de- 
fects of its accounting methods. 

The definitions and discussions of Part I of the present 
volume may seem disconnected; but it will be recognized by 
any one familiar with the science that it is impossible to pre- 
sent a series of definitions covering the elements of double 
entry bookkeeping in an exact logical order of development. 
The definitions given are, the author believes, correct and in 
accord with the best modern practice. It may be said in 
passing that some of the miscellaneous definitions of Chapter 
VIII are not at all essential to a thorough knowledge of the 
science of accounts but are included because they are oc- 
casionally required by somewhat impractical C. P. A. exam- 
ination questions, and will therefore be of value to those pre- 
paring for such examinations. The specimens of balance 
sheets, profit and loss statements and other schedules pre- 
sented in Part IV and elsewhere, accord in form and arrange- 
ment with those approved by the leading professional ac- 
countants of this country. 

In Part II will be found a classification and an analysis of 
the ledger accounts commonly used in mercantile and manu- 
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facturing businesses. These two lines of business were se- 
lected because among the ledger accounts they employ are 
found those most commonly used in all modem accounting. 
In Part VI are presented classifications of the accounts of va- 
rious other representative lines of business. 

In accounting practice several terms are frequently used 
to designate the same thing. Where this is the case the 
author, instead of confining himself to one term exclusively, 
has employed the terms interchangeably in order to illustrate 
their use. It is earnestly to be hoped that a standardization 
of accounting terms will be established in this country ere 
long. 

In passing, the author may state that he has in contempla- 
tion one or more volumes supplementary to the present work, 
the series, as a whole, presenting both the science and the art 
and practice of accounting in strict conformity with modern 
principles and practices. These will be followed at a later 
date by a treatise on system building, including a compre- 
hensive presentation of cost accounting. As part of this, a 
number of complete cost systems will be given, with full- 
sized and properly colored rulings, so presented as to give a 
practical illustration of the workings of the systems pre- 
sented. 

The author wishes to express his obligations to Mr. Mel- 
bourne S. Moyer, C. P. A., of New York City, for his criti- 
cisms and suggestions in connection with his thorough review 
of the present volume. Mr. Moyer's high standing, both per- 
sonal and professional, in the accounting world is a sufficient 
indication of the value of this assistance, and, as resulting 
therefrom, of the increased accuracy and the greater practical 
usefulness of the present volume. 

Within its scope the present work is intended to be com- 
plete. The author trusts it is clear. Should, however, any 
of its matters not be easily understood or — within its province 
— should any point necessary or desirable have been omitted. 
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or not be properly treated, the author will be glad to have his 
attention called to the matter, and will make any changes that 
seem necessary in subsequent editions. 

Harry C. Bentley. 
198 Broadway, New York. 
February 15, 191 1. 

The author has taken advantage of the present reprint to 
make a few changes and additions which, after a careful study 
of the printed work, seem to him desirable. These changes 
are not material, but, in some instances, increase the accuracy 
of statement, and, generally, add to the completeness of the 

^^^^- Harry C Bentley. 

October ist, 191 1. 



THE SCIENCE OF ACCOUNTS 



PART I.— ELEMENTARY PRINCIPLES AND DEFL 

NITIONS 



Chapter I 

INTRODUCTORY 

§1. Purposes and Requirements of Accounting. 

A discussion of the science of bookkeeping cannot be better 
introduced than by a statement of the purposes for which 
accounts should be kept, of the necessity for accurate and 
scientific accounting if these purposes are to be carried out, 
and of the dangers of incompetent accounting. An able and 
authoritative statement of the kind is found in an address 
delivered by Mr. Allen Ripley Foote, President of the 
International Tax Association and Commissioner of the Ohio 
State Board of Commerce, at the meeting of the American 
Association of Public Accountants at Denver in October, 
1909. Its reproduction here requires no apology. Such 
ringing truths and common-sense handling of the subject are 
an inspiration to every conscientious practitioner and teacher 
of accountancy. 

§2. The Functions of Accounts. 

"Accounts are records of transactions expressed in terms 
of money. In these records all labor, services and commodi- 
ties are divested of their diverse physical forms and are repro- 
duced in an identical intangible form, in which form they can 
be dealt with as factors in mathematical problems. The prob- 
lems into the solution of which these factors enter are prob- 
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lO PRINCIPLES AND DEFINITIONS 

lems for the determination of methods for the effective 
economic regulation of the financial affairs of persons, part- 
nerships, corporations and governments." 

§3. Accounting Records Should be a True Exhibit 

"Correct records of all transactions are a fundamental 
basis for the effective economic regulation of the affairs of 
every person, partnership, corporation and government. 

"A correct tabulation is not in itself a correct record. A 
record, to be correct, must be kept in a way to show, by proper 
grouping, the true relation between every factor involved in 
costs of living, costs of distribution, costs of doing business, 
and, in the final statement, showing the profit or loss for a 
fiscal year, or for a period of years. Conclusions, or busi- 
ness and political policies, based upon records that are not 
correct, must inevitably be unsound. 

"The conduct of a person, partnership, corporation or 
municipal body; of a school district, township, village, city, 
state or of the Federal Government, when guided without the 
information that can be derived only from correct accounts, 
is necessarily guided by guessing, prejudice and superstition. 
The science of accounting is to the government of the person, 
and of every combination of persons, what the science of navi- 
gation is to ocean travel. It must be depended upon to guide 
action to the desired objective point. A correct observation 
of an untrue compass, or an unintelligent observation of a 
true compass, must inevitably cause an error in direction. 

"AH theories as to a proper course must submit to the ar- 
bitration of facts. Measured by ascertained facts, all the- 
ories must stand or fall. Those who honestly advocate and 
those who honestly oppose a policy should vie with each 
other in requiring a correct record of all transactions in- 
volved in carrying such policy into practical effect. 

"Just judgments are rendered only when based on a cor- 
rect knowledge of facts." 
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§4. Scientific Accounting is Shown by Correct Grouping. 

"There is a wide difference between honest accounting and 
scientific accounting. One may have a recoril that will hon- 
estly account for every dollar received and expended without 
having a record that will give any intelligent information re- 
garding the true relation between all economic factors in- 
volved in statements of costs or of profits or losses. 

"The records of all accounts should be intelligently grouped 
to show the economic effect of every factor essential to a true 
statement of costs or of profits and losses." 

§5. Unintelligent Accounting Works Greater Harm Than 
Dishonest' Accounting. 

"Far greater harm results from unintelligent, than from 
dishonest, accounting. In practical affairs, unintelligent ac- 
counting is the rule, dishonest accounting the exception. The 
effort to displace both of these forms of incorrect accounting 
by the adoption of scientific accounting meets with greater 
resistance from those who know their accounts are honestly 
kept than from those who know they are not keeping their 
accounts honestly. The normal man can be more easily 
persuaded that he should keep his accounts honestly than he 
can be brought to understand that it is not necessary for him 
to be dishonest in order to be entirely wrong. 

"Charges of dishonesty are more frequently based on con- 
clusions drawn from, or on the results of a policy guided by, 
unintelligent accounting, than upon dishonest entries showing 
receipts or disbursements. 

"Scientific accounting safeguards honesty. It prevents 
dishonesty. 

"Losses caused by ignorance are enormously greater than 
losses caused by dishonesty." 

§6. Incompetent Accounting a Menace to Business. 

"The person, the partnership, the corporation, or the gov* 
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ernment, whose records are kept by incompetent accountants, 
are the ones from whom ruinous competition is to be feared. 
The day laborer, the mechanic, the farmer, the manufac- 
turer, the public service corporation, and the government that, 
through lack of ability to keep correct accounts, are incor- 
rectly informed as to the true cost of living, the true cost of 
their products or the true cost of the services they render, are 
the ones which, under the stress of competition,^ man with 
man, partnership with partnership, corporation with corpora- 
tion, municipality with municipality, state with state, nation 
with nation, impoverish themselves by accepting wages, sell- 
ing prices or compensations that are insufficient fully to cover 
the true cost of that which they can give in exchange. 

''Incompetent accounting is the cause of more failures than 
all other causes combined. It gives incorrect information as 
to costs of living, products and services, which leads to the 
acceptance of insufficient compensation, a course that must 
result in failure with a certainty from which there is no es- 
cape. No one can pay three dollars and sell for two dollars 
without impairing his capital. If he makes the transaction 
often enough, his entire capital will be exhausted; his fail- 
ure will be announced. 

"Incompetent accounting is the cause of retarded economic 
development. It fails to show where economies may be ef- 
fected that will enhance profits or give advantages in meeting 
competition." 

§7. Scientific Accounting a Guide to Intelligent Economy. 

"Intelligent economy is as essential to success for a person, 
a partnership, a corporation, or a government, as is skill for 
an artisan, intelligence for a farmer, scientific engineering 
for a manufacturer, or correct economic policies for a gov- 
ernment. The art of intelligent economy is dependent upon 
scientific accounting for development and guidance. There 
is not a person, nor a combination of persons, from a day 
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laborer to the Federal Government, zvho cannot make an 
economic gain by employing a competent accountant until he 
can do it himself, to group his items of receipts and disburse- 
ments in a way to enable him to know where he can econ- 
omize, where he can get better economic results from his ef- 
forts, and a profit over the true entire cost of his living, or 
of the products or services he sells. Here, more surely than 
anywhere else, can the fact be demonstrated that money ex- 
pended for correct education, correct accounting, is put to 
its highest economic use/' 

§8. In Scientific Accounting Lies Economic Salvation. 

"Moral law teaches honesty as a principle. 

"Economic law requires honesty as a practice. 

"Scientific accounting renders honesty possible. 

"Honesty and intelligence must be combined to eliminate 
errors voluntarily or unintelligently made. When errors are 
eliminated, all records will tell the truth; all personal con- 
duct will be right; all policies will be sound; and the pros- 
perity of the people will rest upon a foundation as enduring 
as the laws of Nature that govern the fruitage of the earth. 

"It is the function of the members of this Association to 
develop, promulgate and insist upon the universal adoption of 
scientific accounting. In this direction, the people will find 
economic salvation. No calling of greater helpfulness and 
honor can enlist the service of men." 

§9. Effective Economic Regulation. 

"There can be no effective economic regulation without 
scientific accounting. This is true of all regulation. It ap- 
plies with equal force to the regulation of private affairs by 
the person interested; to the regulation of partnership affairs 
by the partners interested; to the regulation of corporate af- 
fairs by the shareholders interested, and to the regulation of 
public affairs by the citizens interested. 
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"There can be no scientific accounting without a grouping 
of items that will correctly show the relation to each other 
of every essential economic factor in all statements of costs 
of living, costs of products, and costs of services, whether 
rendered by public service corporation or by the Government." 



Chapter II 
THE RECORD OF BUSINESS TRANSACTIONS 

§10. Business Transactions. 

A business transaction is a negotiation between two or 
more persons, acting for themselves or as representatives of 
others, which results in each party receiving and giving some- 
thing of value. Thus if A buys merchandise from B for 
cash, A receives merchandise and gives cash, and B receives 
cash and givts merchandise. Or if A buys merchandise from 
B on account, A receives merchandise and gives his oral 
promise to pay, and B receives A's oral promise to pay and 
gives merchandise. If either party should give and not re- 
ceive it would be a gratuitous act and not a business tran- 
saction. 

It will thus be seen that in every business transaction each 
party gives and receives something; a condition of twofold 
and opposite tendencies, designated in bookkeeping terminol- 
ogy as debit and credit — corresponding to con and pro, or 
negative and positive. In other words, every business tran- 
saction produces a debit effect and a credit effect, and the 
purpose of a scientific system of bookkeeping is to record 
these opposing effects by means of a debit entry and a credit 
entry on the books for every business transaction. Such a 
system is therefore termed double entry bookkeeping. 

A business transaction may or may not be entered in the 
books at the time it was made. Thus A may agree to de- 
liver to B in six months one hundred specially constructed 
machines. A written contract in some form will usually be 
entered into at the time, but no bookkeeping record of the 
transaction is ordinarily made by either party until something 

15 



l6 PRINCIPLES AND DEFINITIONS 

tangible is given or received. A will debit B and credit 
Sales account when he delivers the goods, and B will debit 
Purchases account and credit A w^hen the goods are received. 
In other words, a double entry bookkeeping record of a busi- 
ness transaction should not be made until the delivery of the 
things or property involved, except where the plan is adopted 
of recording all contracts when they are entered into or exe- 
cuted. In such cases the entries should be considered mem- 
orandum accounts, not affecting the financial status of the 
business. When tangible deliveries are made the real effects 
of the transaction are recorded. If instalment payments are 
made on account of the contract, the transaction becomes re- 
corded in the books according as the payments are made. 

§11. Accounts. 

An account is an exhibit of the bookkeeping effects result- 
ing from transactions involving a particular person, thing, or 
class of things. The name of that person, thing, or class of 
things is written at the top of the account. It is customary to 
divide the account into two equal parts by means of a perpen- 
dicular line, — the left-hand part being known as the debit side 
and the right-hand side as the credit side. All items on the 
debit side are known as debits and all items on, the credit side 
as credits. 

An account is not complete unless the date of each item is 
shown, together with such other data as conditions require, — 
such as folios of pages from which the items are posted, and 
explanations or particulars bearing upon those items sufficient 
to make the entry clear. 

§ 1 2. Bookkeeping. 

Bookkeeping is the act of recording business transactions 
in books or their equivalents. 

§13. Object of Bookkeeping. 

The object of bookkeeping should be to so record the 
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transactions and operations of a business as to enable the man- 
agement to ascertain periodically (monthly, quarterly, semi- 
annually, or annually, as the case may be) the true condition 
of affairs and the detailed results from conducting the busi- 
ness ; to show at any time the condition of customers' and cred- 
itors* accounts, and of such other ledger accounts as must be 
kept up from day to day; and at least monthly, to show the 
condition of all ledger accounts, save those that require ad- 
justing in order to reflect their true condition' to date. 

§14. Bookkeeping Adjustments. 

A bookkeeping adjustment is an entry, usually in the jour- 
nal, for the purpose of adjusting or correcting some ledger 
account or accounts as the case may be; e. g,, writing off a 
bad account; charging off, or reserving for, depreciation of 
wasting fixed assets; correcting an error; transferring from 
one account to another in order to produce a required result; 
etc. 

§15. Bookkeeping Entries. 

Bookkeeping entries have to do only with business transac- 
tions and the necessary bookkeeping adjustments. The ef- 
fects which these transactions and adjustments have upon the 
assets, liabilities, capital, surplus, revenue and expenses of a 
business can only be shown by means of double entry book- 
keeping. 

§16. Single Entry Bookkeeping. 

Single entry is the recording of business transactions with- 
out regard to scientific principles. The term is rightly ap- 
plied to any method of recording business transactions other 
than by the double entry method. It is unscientific because 
it is incomplete and therefore cannot reflect the true condi- 
tion of affairs or the results from operations. Its ledger ac- 
counts are usually kept with persons only, although in some 
cases other than personal accounts are employed. 
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The statement often made that single entry shows only one 
side or gives only one effect of a transaction is incorrect. 
The record of money received and paid on account as made 
by single entry differs in nowise from the record of the same 
transactions as made by the double entry method. 

§17. Double Entry Bookkeeping. 

Scientific bookkeeping, known as the double entry method, 
is the act of classifying and recording business transactions 
in chronological sequence, and in such a manner as to show 
the effects which all business transactions and necessary book- 
keeping adjustments have upon the assets, liabilities, capital, 
surplus, revenue, and expenses of the business. 

§18. The Simplest Method of Bookkeeping. 

Single entry is the simplest method of bookkeeping. The 
books ordinarily used in this method are the day book, cash 
book, and the ledger. The day book, as the name implies, is 
a daily record of business transactions, — a diary of business 
transactions as it were. A diary of business transactions is 
synonymous with a journal of business transactions, and thus 
was derived the name "Journal," a word originally coming 
from the Latin diumalis, meaning daily. 

§19. The Simplest Double Entry Bookkeeping. 

The simplest double entry system of bookkeeping consists 
of the journal and the ledger, and is not fotmd in actual busi- 
ness practice. In this form the system is used in teaching 
elementary bookkeeping because of its simplicity and the ex- 
cellent illustration it affords of th« principles of journalizing. 

The simplest double entry bookkeeping system found in 
actual business practice consists of a journal, cash book and 
ledger. Certain books called "complete account books'* used 
for household accounts and for some professional accounts, 
combine journal, cash book and ledger in one volume, but 
such books are not practical for general business purposes. 
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§20. The Journal. 

The name journal is used almost exclusively in double 
entry terminology to describe the record or records which 
serve the same function as the day book of single entry usage. 

The term journal may be applied in a general sense to all 
records (whether bound or loose-leaf) of original entry. In 
other words, it may be used collectively to designate the orig- 
inal bookkeeping records of all business transactions. This 
is not done in actual business practice, because each individual 
record must be designated by a particular name, such as cash 
book, sales book, purchase book, etc. The fact remains, how- 
ever, that they are all journals but, for bookkeeping reasons, 
classified according to the kind of transactions recorded. 

Where the journal is subdivided into several classes as de- 
scribed above, there is usually a record applicable to miscel- 
laneous transactions not provided for in any of the special 
journals. This is the book designated as the journal. It 
is a record of much importance, containing all adjusting en- 
tries in addition to any other entries that cannot be properly 
recorded in any of the other books of original entry. When 
the so-called "Voucher System" is in use, the voucher register 
may be so arranged as to avoid the necessity for a journal. 

§21. YThe Ledger. 

The ledger is a book used for assorting all the debits and 
credits resulting from entries made in the records of original 
entry and books of summarization. (See §§ y6, yy,) These 
debits and credits are entered in the ledger under the names 
of the persons or things involved. A page, or section of a 
page, in the ledger is reserved for, and headed with the name 
of each separate person, thing, or class of things, and under 
the name the account of that person, thing, or class of things, 
is kept. 

The ledger pages, or the sections thereof, are customarily 
divided into two parts by means of a perpendicular line 
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through the center. The left side of the account should show 
the amount the person or thing costs the business, and the 
right side should show the amount the person or thing pro- 
duces to the business. These amounts are ascertained and 
transferred from the records of original entry and the books 
of summarization. 

Every person, thing, or class of things dealt with is given 
an account in the ledger, and everything connected with the 
business with which it is desirable to keep a separate account 
must also have its place in the ledger. In brief, the ledger is 
a classified directory of bookkeeping results. 

A ledger page set aside in whole or in part and headed 
with some particular name, is called a ledger account, though 
it is not in reality an account until it expresses a result pro- 
duced by one or more items posted to it. 

§22. General Rule for Debiting and Crediting Accounts. 

Debit the account that stands for the thing received or for 
the person or thing that costs value, and credit the account 
that stands for the thing given or for the person or thing that 
produces value. The application of this rule is called "jour- 
nalizing." 

§ 23. Journalizing. 

Journalizing is the art of determining the accounts to be 
debited and credited at the time of making a double entry 
bookkeeping record of a business transaction. It is the ap- 
plication of the science of classification, and constitutes the 
most important feature of double entry bookkeeping. ^See 
Part II.) 



Chapter III 

LEDGER ACCOUNTS AND THEIR CLASSIFICA- 
TION 

§24. Classification of Ledger Accounts. 

The ledger accounts of a mercantile or manufacturing busi- 
ness may be classified according to the following diagram : — 
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As will be seen by referring to the above diagram, ledger 
accounts may be divided into two general groups; vi2., bal- 
ance sheet accounts, and profit and loss accounts. 

§25. Balance Sheet Accounts. 

This class of accounts should show by their balance either 
an asset, or a liability, except the net worth accounts which 
show collectively the net worth of the business as at the date 
the books were last closed, plus any subsequent investments 
or minus any subsequent withdrawals. 
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§a6. Assets. 

The assets of a business are anything of value belonging 
to it, such as real estate, machinery, horses and wagons, office 
furniture, book debts, notes receivable, merchandise on hand, 
insurance premiums paid in advance, etc. 

§27. Liabilities. 

The liabilities of a business include all debts owed by it, 
and such other obligations as it is legally liable for, — such as 
mortgages payable, outstanding bonds, notes payable, accounts 
payable, accrued taxes, accrued interest, etc. 

§28. General Classification of Assets and Liabilities. 

The assets and liabilities of most businesses may be di- 
vided into four classes ; vis,, fixed assets, floating assets, fixed 
liabilities, and floating liabilities. 

§29. Fixed Assets. 

Fixed assets are those which are permanent in nature, and 
with which the business is carried on, such as real estate, ma- 
chinery, patterns, horses and wagons, office equipment, store 
fixtures, patent rights, leasehold, good will, etc. 

§30. Floating Assets. 

Floating assets, — also known as "current assets," and 
"quick assets*' — are those ever-changing assets resulting from 
the carrying on of the business, — such as cash, accounts re- 
ceivable, notes receivable, merchandise on hand, etc. 

§31. Fixed Liabilities. 

Fixed liabilities include all liens on fixed assets, such as 
mortgages, mortgage bonds, debenture bonds, and any other 
long-time obligations. 
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§33. Floating Liabilities. 

Floating liabilities, also known as "current liabilities," are 
those resulting from the routine conduct of the business, and 
include all liabilities except those classed as fixed; e. g., ac- 
counts payable, notes payable, accrued taxes, accrued interest 
on mortgages, accrued interest on bonds, etc. 

§33. Net Worth of a Private or Partnership Business. 

The net worth of an individual owner, or a partnership, 
consists of the investments minus the withdrawals. It is the 
excess of assets over liabilities. 

This definition contemplates that at the close of each fiscal 
period the balances of all profit and loss accounts are closed 
into the Profit and Loss account, and that the balance of the 
Profit and Loss account is then withdrawn by the owner or 
partners, or credited to their capital accounts as additional 
investments. 

§34. Net Worth of a Corporation. 

The net worth of a corporation is the par value of its cap- 
ital stock issued and outstanding, plus the surplus, or minus 
the deficit. It is the excess of assets over liabilities. 

This definition contemplates that at the close of each fiscal 
period the balances of all profit and loss accounts are trans- 
ferred to the Profit and Loss account, and that the balance of 
this account is then closedj into the Surplus account. 

§35. Capital Stock Account 

This is a term peculiar to corporation bookkeeping. It 
represents the par value of all shares of capital stock issued 
and outstanding. If only one kind of capital stock is issued, 
and all this is issued, then the balance of the Capital Stock 
account represents the total authorized capital stock. If more 
than one kind of capital stock is issued, as, for instance. 
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common stock and preferred stock, and all is issued, the ag- 
gregate balance of both accounts represents the total author- 
ized capital stock of the corporation. (See §§50, 181, 182.) 

§36. Surplus. 

The excess of assets over liabilities and capital is called 
surplus. As a ledger account it is more common to the cor- 
porate form of bookkeeping. This is so because in a busi- 
ness conducted by an individual or firm, at the close of each 
fiscal period the balance of the Profit and Loss account is 
usually disposed of through the capital account, or accounts, 
as the case may be, and no surplus, as such, is accumulated. 

If, however, the profits of a partnership are allowed to ac- 
cumulate as profits, the balance of the Profit and Loss ac- 
count should be transferred at the close of each fiscal period 
to Surplus account, which will then show the accumulation 
of undivided profits. If the business should show a loss, the 
debit balance of Profit and Loss account should be trans- 
ferred either to the partners' capital accounts or to the debit 
side of Surplus account. If at any time the debit side of 
Surplus account exceeds the credit side, the balance represents 
a deficit, or the amount by which the capital of the business 
is impaired. 

In the case of a corporate business, the balance of Profit 
and Loss account is transferred to Surplus account at the close 
of each fiscal period. The amount of any dividends declared 
should be charged to Surplus account. Any extraordinary 
charges or credits affecting the profits of the business, or 
charges or credits which are not applicable to the current 
earnings, should also be passed direct to the Surplus account ; 
e, g,, fire loss not recoverable, shrinkage in securities or mer- 
chandise on hand, loss from accidents or damage suits, re- 
covery on old accounts written off, amount realized from sale 
of stock donated to the treasury, etc. 

The reason for taking into Surplus account all items ap- 
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plicable to a period prior to the one in which they are en- 
tered, or of an extraordinary nature, as the case may be, is 
to enable the Profit and Loss account to show consistently 
the results from operating the business under ordinary con- 
ditions. If some extraordinary charge or credit is made to 
Profit and Loss account it makes the showing for that par- 
ticular period abnormal and inconsistent with the showing of 
other periods. Consistency in bookkeeping is absolutely es- 
sential from the statistical standpoint. 

In the case of a business conducted by an individual or 
firm, the Surplus account may, if desired, be kept in the same 
manner as in a corporate business, — the Profit and Loss ac- 
count being closed into Surplus, and the balance of Surplus 
carried to the proper capital accounts at the close of each 
period. 

From the foregoing discussion it will be seen that ac- 
cumulated individual profits are surplus, but surplus need not 
necessarily consist of accumulated profits only. (See §190.) 

§37. Capital Account. 

A capital account should be kept in the ledger for each 
partner, or for the proprietor of a business. Such an ac- 
count should show on the credit side all investments, includ- 
ing profits invested. The debit side should show all with- 
drawals of investments, and losses charged against invest- 
ments. The balance of the individual owner's capital ac- 
count, or the aggregate balance of the partners' capital ac- 
counts, should represent the net worth of the business as at 
the date the books were last closed, plus investments or minus 
withdrawals subsequent to that time. (See §198.) 

§38. Profit and Loss Accounts. 

An account of this class always shows by its balance either 
a profit or income, or an expense or service incurred. 
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§39. Gross Profits. 

Gross profits comprehend the excess of selling price over 
the cost of commodities disposed of, the amount realized from 
services or skill furnished in excess of their cost, and the 
gross income derived from investments. They belong on 
the credit side of the Profit and Loss account (see §199) 
when the books are closed at the end of each fiscal period. 

§40. Profit and Loss Charges, or Revenue Charges. 

This class of charges comprehends all expenses incurred 
in conducting the business; periodical charges to cover de- 
preciation of tangible fixed assets (except in the case of a 
manufacturing business, when it is included in the cost of 
production) ; losses from bad accounts ; interest on borrowed 
moneys, and discounts on sales ; and any other charges which 
neither increase the assets nor diminish the liabilities of the 
business, or which are not chargeable direct to the Surplus 
or Capital accounts. 

§41. Net Profit. 

The net profit of a business for a given period of time rep- 
resents the excess of gross profits over the total profit and 
loss charges during that period. 

If the total charges exceed the gross profit the difference 
represents the net loss for the period. 

§42. Effects of Debits and Credits. 

Every debit either increases an asset, decreases a liability, 
or decreases present worth. Every credit either increases a 
liability, decreases an asset, or increases present worth. 

§43. Consistency and Accuracy of Classification. 

Consistency is a virtue in bookkeeping work. It is better 
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always to charge an item of expense to the wrong account 
than to charge it there to-day and to the right one to-morrow 
and somewhere else on the following day. 

The accuracy of the general bookkeeping results depends 
entirely on the accuracy of the classification from day to day. 
A bookkeeper must educate himself in precision and have a 
sincere regard for accuracy even in small details. The fol- 
lowing general rules for classification of debits and credits 
may help in securing this precision. 

§44. Classification of Debits and Credits. 

Every debit that increases the net worth of a business be- 
longs on the left side of some asset or liability account. If 
it decreases the net worth it belongs on the left side of some 
profit and loss account, or capital account. 

Every credit that increases the net worth of a business be- 
longs on the right-hand side of a profit and loss account, or 
capital account. If it decreases the net worth it belongs on 
the right-hand side of some asset or liability account. 

Every debit to a balance sheet account (see §§24, 25) 
increases net worth, and every debit to a profit and loss ac- 
count decreases net worth. 

Every credit to a balance sheet account diminishes net 
worth, and every credit to a profit and loss account increases 
net worth. 

An entry which results in debiting an asset and crediting 
a liability for the same amount, does not affect net worth. 
Therefore, entries which consist entirely of debits and credits 
to asset and liability accounts do not affect net worth. 

When a sale is recorded, the net worth becomes affected to 
the extent of the difference between the selling price of the 
goods and their cost to the business. That effect is not, how- 
ever, shown until the close of the fiscal period, when an in- 
ventory is taken and the ledger closed, unless a going in- 
ventory is maintained. When this is the case, the full effect 
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which the sales have upon net worth is disclosed at the end 
of each month. 

One account cannot properly fulfill the functions of an asset 
or a liability account, and also an income or an expense ac- 
count. By reason of this fact the old-fashioned Merchandise 
account (see §133) is very unscientific, and has no place in 
modern account keeping. 

A thing debited or credited to an asset or a liability ac- 
count must be taken out of that account at the same figure, 
or rate. In other words, if a safe is purchased for $200 
and debited to Furniture and Fixtures account, and after- 
wards sold^or $150, the credit for taking it out of the ac- 
count must be $200. The difference between the cost and 
the amount realized should be debited either to Surplus, or 
Reserve for Depreciation of Furniture and Fixtures. 

Every ledger account, except Capital, Surplus, and Deficit 
accounts, is an asset, a liability, an income, an expense, or a 
negative (deduction from an asset). 

Assets are always debits. 

Losses are always debits. 

Liabilities are always credits. 

Profits are always credits. 

Investments by individuals are always credits. 

Capital stock issued is always credited at par. 

Surplus is always a credit. 

Deficit is always a debit. 

§45. Arrangement of General Ledger Accounts. 

The arrangement of general ledger accounts should be ni 
exact accordance with the form to be followed in making up 
the balance sheet and profit and loss statement. (See §§63, 
64.) If the fixed assets are to be stated first, followed by 
the floating assets, then the accounts in the general ledger 
should be arranged accordingly; e, g., fixed assets, with the 
tangible first, followed by the intangible; then the floating 
assets in the order of their av^^il^biUty ; then items of expense 
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paid in advance (deferred charges to profit and loss) ; then 
fixed liabilities; then floating liabilities; then capital, surplus, 
and profit and loss; then sales and income accounts; and 
finally the expense accounts. 

If there are not sufficient customers' or creditors' accounts 
to justify keeping separate ledgers, then all personal accounts 
should be kept in the general ledger, but in a section of it de- 
voted exclusively to that purpose, — say the last half of the 
ledger. The total due from customers and to creditors 
should be shown in the general trial balance. 

A general ledger should last from three to five years, and 
if a little care is used in allotting space to the accounts, their 
position in the ledger need not change. By arranging the 
accounts in the manner suggested, the work of compiling a 
balance sheet and profit and loss statement from the trial 
balance is very greatly facilitated. 

§46. Controlling Accounts. 

A controlling account is one kept in the general ledger for 
the purpose of controlling (i. c, proving the accuracy of) some 
subsidiary record. Thus in a business where a large number 
of customers' accounts are kept, it is desirable to confine them 
to one or more ledgers (bound or loose-leaf) usually known 
as "Customers' Ledgers." Each charge sale is debited to 
some particular customer's account through the journal or 
sales book, and each item of cash received from customers to 
apply on account is separately credited to some customer's 
account through the cash book. 

An account headed "Accounts Receivable" is kept in the 
general ledger. This is the account that controls the cus- 
tomers' ledgers. At the close of each month the total charge 
sales are debited to that account, and the total cash received 
from customers to apply on account is credited to that ac- 
count. If the controlling account is debited and credited in 
totals with the items debited and credited to the accounts kept 
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in the subsidiary ledgers, it follows that the balance of the 
controlling account must agree with the sum total of the bal- 
ances shown in the subsidiary ledgers. Each month the con- 
trolling account is debited and credited with the total of each 
class of items which have been separately debited and credited 
in the subsidiary record, and if the work is correctly done it 
is obvious that the two must agree as to totals, and that 
otherwise they will not 

Controlling accounts are absolutely essential to modern 
bookkeeping. Their advantages may be briefly enumerated 
as follows: 

1. An independent and complete trial balance may be com- 
piled from the general ledger, whereas without controlling 
accounts it would be necessary to include in the trial balance 
all balances shown in the subsidiary records. 

2. If the general ledger trial balance is correct, the balance 
of the controlling account is assumed to be correct. Then if 
the sum total of the balances taken from the subsidiary ledger 
or ledgers, as the case may be, does not agree with the bal- 
ance of the controlling account, the error, or errors, will 
usually be found in the subsidiary records. Without a con- 
trolling account one would not know whether to look for an 
error in the general ledger or in the subsidiary ledgers. 

3. When controlling accounts are used, the monthly bal- 
ance sheet, and the profit and loss statement, can be compiled 
as soon as the general ledger trial balance is "struck." If 
an error has been made in a subsidiary ledger it may take 
considerable time to locate it. 



Chapter IV 
THE CORPORATION 

§47. The Partnership and the Corporation. 

The distinguishing characteristics of a partnership and a 
corporation may be stated as follows : — 

(a) The Partnership. 

A partnership is the association of two or more persons as 
individuals for the purpose of conducting a business for gain, 
and of sharing the profits or losses resulting therefrom. 

Every partner is liable for all the debts of the partnership 
business, and every partner has power to obligate the part- 
nership. Hence a firm or partnership — the terms are synony- 
mous — may suffer financial ruin, and this financial ruin ex* 
tend to all the members of the firm, through the indiscreet 
or wrongful acts of a single partner. 

The death of a single partner terminates a partnership, and 
a well-established business may be seriously interrupted and 
injured by the death of a single partner, even though his in- 
terest in the firm business may be small. 

A partnership has no president, treasurer or other officers 
with well-defined duties. On the contrary, one partner has 
as much authority in the firm business as any other partner, 
and as a rule there is no well-defined organization, 

(b) The Corporation. 

These disadvantages of the partnership are not found in 
the corporate form. The corporation has a separate entity. 
The stockholders, with whose money the business is con- 
ducted, are not considered as partners or even the owners of 
the business. Their personal identity is eliminated so far as 
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the business of the corporation is concerned, its transactions 
being conducted entirely in the name of the corporation. 

The following definition of the corporation is taken from 
the case of Commonwealth v. Fall Brook Coal Co., 156 Pa., 
488 (1893), as given in Eastman on Private Corporations 
(Penna.) : — 

"A corporation is an artificial person created by law for the 
purpose of becoming the business representative, agent or 
trustee of so many persons as may join to furnish the money 
with which the business to be done by the corporation may 
be carried on. The corporation comes into existence, like a 
natural person, naked. The money furnished by those whose 
representative it is to be is its capital stock. The amount 
that each person contributes to this fund is his share in the 
venture, and is called his share or shares in the stock. The 
legal title to the whole sum so contributed is in the corpora- 
tion, and so is the legal title to all the property real or per- 
sonal in which it may be invested. The equitable title — 
that is, the right to the profits from the business done, and 
to a return of the capital when the corporation is dissolved — 
is in the stockholders." 

The Supreme Court of the United States defines a corpora- 
tion more simply as "an association of individuals acting as 
a single person, and by their corporate name"; also, "as an 
association of individuals united for some common purpose, 
and permitted by the law to use a common name, and to 
change its members without a dissolution of the association." 

The duration of a corporation is fixed by its charter (the 
instrument granted by the State through which the corpora- 
tion is brought into existence), and, unless sooner terminated 
in accordance with the procedure provided therefor by law, 
the corporation exists to the end of the appointed term, re- 
gardless of death or change among its stockholders. 

The stockholders of a corporation are not liable for debts 
of its business, provided their stock is fully paid. 
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The business of a corporation is conducted by a board of 
directors who elect officers, and the duties of these officers 
are usually clearly defined. No officer is personally liable 
for the acts of another officer nor can any officer involve the 
corporation by unauthorized acts. 

The corporation may be perpetual or be limited as to time, 
according to the terms of its charter. 

§48. Method of Incorporating. 

The following quotation from the Business Corporations 
Law of the State of New York, §2 (Consolidated Laws, 
Ch. 4), while directly applicable only to the State of New 
York, gives a very good general idea of the method of and 
requirements for incorporation: 

"Except as provided in section two-a of this chapter, three 
or more persons may become a stock corporation for any law- 
ful business purpose or purposes other than a moneyed cor- 
poration, or a corporation provided for by the banking, the 
insurance, the railroad and the transportation corporations 
law, or an educational institution or corporation which may 
be incorporated as provided in the educational law, by mak- 
ing, signing, acknowledging and filing a certificate which 
shall contain: 

1. The name of the proposed corporation. 

2. The purpose or purposes for which it is to be formed. 

3. The amount of the capital stock, and if any portion be 
preferred stock, the preferences thereof. 

4. The number of shares of which the capital stock shall 
consist, each of which shall not be less than five nor more 
than one hundred dollars, and the amount of capital not less 
than five hundred dollars, with which said corporation will 
begin business. 

5. The city, village or town in which its principal business 
office is to be located. If it is to be located in the city of 
New York, the borough therein in which it is to be located. 
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6. Its duration. 

7. The number of its directors, not less than three. 

8. The names and post-office addresses of the directors 
for the first year. 

9. The names and post-office addresses of the subscribers 
to the certificate, and a statement of the number of shares of 
stock which each agrees to take in the corporation." 

§49. Capital. 

The capital in any business, whether a partnership or a 
corporation, is the net value of its assets (total assets minus 
total liabilities). It is, therefore, the same thing as net 
worth. 

In corporate bookkeeping, all shares of stock issued are 
credited at par to Capital Stock account. This account rep- 
resents in the aggregate the investments of the stockholders 
in the business, their investments being made in the form of 
subscriptions to stock. Since the majority of businesses are 
conducted by corporations, the Capital Stock account is in 
very common use. The Capital Stock account corresponds 
to the investment accounts of partners, or to the individual 
proprietor's investment account. 

In partnership bookkeeping it seems logical and more con- 
sistent to substitute the word "Capital" for the term "Invest- 
ment" as the title of the account used to designate the part- 
ners' respective interests; e, g., John Smith's Capital account 
instead of John Smith's Investment account. The functions 
of the Capital account in a business conducted by a partner- 
ship or individual are, — (i) to show on the credit side the 
investments, and (2) on the debit side the withdrawals. At 
the close of a fiscal period if the proprietor or partners, as 
the case may be, decide to let the net profit remain in the busi- 
ness, this net profit becomes an additional investment. The- 
oretically, it should be paid to them by the business (debit 
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Profit and Loss and credit Cash), and then they should en- 
dorse the checks and turn them in as investments (debit Cash 
and credit the proper Capital accounts). Practically the 
transfer is made by debiting Profit and Loss and crediting 
the Capital accounts. 

The net profits of a business should be disposed of by the 
proper bookkeeping entries at the close of each fiscal period, 
whether the business is conducted by a corporation, a part- 
nership, or an individual. In the case of a corporation they 
should be transferred to Surplus account,— designed to show 
the accumulated, undivided profits. In the case of a partner- 
ship or an individual ownership they should be withdrawn, 
or credited to the proper Capital accounts, as the case may 
be. Therefore, it follows that in corporate bookkeeping it 
takes two accounts (Capital Stock a4id Surplus) to show the 
same result, as is shown by the Capital account of an individ- 
ual, or the Capital accounts of a partnership, i, e., the net 
worth. 

Capital and net worth are synonymous terms, but Capital 
Stock account is but one of the two elements of net worth. 
The writer recommends that the term "Net Worth" be sub- 
stituted for '^Capital/' when designating the difference be- 
tween the assets and liabilities of a business; that the word 
"Capital/' with the individual's or partners' names preceding 
it, be used exclusively as headings to the account, or accounts, 
as the case may be, that show the investments of an unin- 
corporated business, and that in the case of a corporation the 
balance of the Profit and Loss account be disposed of at the 
close of each fiscal period by transferring it to Surplus ac- 
count, and in the case of a partnership to the Capital accounts. 
The chief advantage of the suggested plan is found in the 
fact that under it, the investment account of a corporate busi- 
ness, and of a business owned by a person or by a partnership, 
may be designated as Capital accounts, instead of using that 
heading in corporate bookkeeping and using Investment as 
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the heading for accounts of the same nature in the cases of 
partnership and individual ownership bookkeeping. 

The word "capital" is so frequently used in place of "cap- 
ital stock" that it is confusing to use it to denote the net 
worth of a business, and therefore desirable to eliminate it 
from bookkeeping terminology in the sense of net worth in 
which it is used by economists. When Capital account is 
spoken of in the present volume it will always be understood 
that it designates the account that shows the proprietor's in- 
vestments, and his withdrawals on account of those invest- 
ments; or the partners' accounts showing each one's invest- 
ments and withdrawals on account of those investments ; or 
the par value of capital stock outstanding in the case of a cor- 
poration, which means the investments of the stockholders. 
This places the Capital account on a consistent basis, regard- 
less of whether the business is conducted by a corporation 
or an individual. 

§50. Capital Stock. 

The capital stock of a corporation is the aggregate par 
value (face value) of its shares, issued and outstanding. 

When incorporators apply to the State for a charter, — 
the instrument granted by the State which brings the corpora- 
tion into existence — their application must state the amount 
of the proposed capital stock, together with the number of 
shares into which it is to be divided, e. g,, the amount might 
be $100,000 divided into 1,000 shares. The par value of 
each share would then be $100. In some States the minimum 
and maximum face value (par value) of a share is fixed by 
law. Thus, in New York a share must not be less than $5 
nor more than $100. In manufacturing and mercantile cor- 
porations the par value of shares is usually fixed at $100 each. 

The amount of capital stock stated in the application for 
a charter is, when the charter is granted, known as the au- 
thorized issue. In some states the minimum amount allow- 
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able is fixed by law. Aside from this restriction, the incor- 
porators may exercise their discretion in fixing the amount of 
capital stock. The amount of capital stock authorized is 
not always governed by the amount of money or other assets 
to be invested by the incorporators, because the incorporators 
often plan to issue only part of the total amount authorized, 
— leaving unissued stock to be sold later if found expedient. 

The amount of issued stock is supposed to be governed en- 
tirely by the value of the property, services or good-will for 
which it is issued or exchanged, since the laws of most states 
require that capital stock shall be issued at par for full value. 
The question of value of property taken in exchange for 
stock, is, however, left to the judgment of the directors, 
which frequently results in property being taken over by 
corporations at greatly inflated values. 

The shares of issued stock are known as outstanding stock. 
The shares not issued are called unissued stock. Stock 
should be originally issued only at par, and be credited to 
Capital Stock account accordingly. Unissued stock exists in 
privilege only, and has no monetary value. The State allows 
a company to issue stock up to the limit of the authorized 
capital stock, but this does not in most of the states, mean 
that all shares authorized must be issued. Unissued stock 
has no vote, is entitled to no dividends, and in truth is noth- 
ing but the right to issue stock. 

If no provision is made to the contrary, all capital stock 
authorized by the charter is common stock. If a part of the 
capital stock is to be preferred, the application of the incor- 
porators for a charter must show the amount and number 
of shares of common and of preferred stock. (See §52.) 

Capital stock is not a liability of the corporation because 
it carries no interest, is never due, and, until the corporation 
is liquidated and all other liabilities are paid, can not be col- 
lected by legal procedure. The property received from the 
original sale of shares is, from the legal standpoint, a fund 
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to secure creditors. When a corporation is liquidated the 
stockholders are entitled to what is left, after all liabilities 
have been paid. 

§51. Par Value and Market Value of Stock. 

When an application for a corporate charter is made, it 
must either state the par or face value of the shares, or other- 
wise the total capital stock and the number of shares into 
which it is divided. In this latter case if the total amount of 
authorized capital stock be divided by the number of shares, 
the result will be the par value of each share. 

On the original issue of stock by a corporation the stock 
is supposed to be sold — or exchanged when issued for prop- 
erty or services — ^at its par value; i. e,, a $100 share is sup- 
posed to bring the corporation $100 in return, either in cash, 
property or services. 

After issue the market value of stock has no necessary 
connection with its par value but is fixed, like the value of 
other commodities, by supply and demand, or by the amount 
of property value behind the stock; that is, the value of the 
property owned by the corporation. Thus, if a corporation 
with an issued capital stock of $100,000 loses money after 
organization until its net worth is but $50,000, its stock has 
a book value of but $50 per share — shares being $100 each — 
or but one-half the par value. In such case the stock may 
or may not sell at $50 per share, depending on the general 
conditions surrounding the corporation. 

In practice very wide divergence is found between the mar- 
ket value and the par value of stock. Some stock, the par 
value of which is $100 per share, will be found selling at 
$1,000 a share, or in some cases much more; while other stock 
of the same par value is worth but $10 or $15 per share, or 
cannot be sold at any price. 

In bookkeeping the capital stock of a corporation on its 
first or original issue is always entered on its own books at 
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par. When a corporation acquires stock of another corpora- 
tion this acquired stock should be debited at its cost price 
which would probably correspond to its market value. 

§52. Common and Preferred Stock. 

When all the capital stock of a corporation is of one kind, 
it is really common stock; i. e., every stockholder enjoys the 
rights incident to holding stock in the corporation in common 
with the other stockholders of the corporation and no stock- 
holder has rights superior to any other stockholder. Stock 
is not, however, formally designated common stock unless 
the corporation issues other stock carrying with it some pe- 
culiar right or privilege, known as a preference. In other 
words, a certificate of stock is not marked "Common Stock" 
unless the corporation also issues a preferred stock. If a 
preferred stock is issued, the stock certificates are differen- 
tiated by the use of the term "Common Stock" and "Pre- 
ferred Stock" appearing on the respective certificates. When 
a corporation issues the two kinds of stock, two ledger ac- 
counts must be kept, the one headed "Capital Stock — Com- 
mon" and the other "Capital Stock — Preferred." 

The peculiar characteristic of preferred stock is a prior 
dividend, paid, if profits are earned, before the holders of 
common stock receive any dividend. Ordinarily the holders 
of preferred stock are allowed some fixed rate of prefer- 
ential dividend on their stock, as for instance six per cent., 
or seven per cent., but do not participate further in the divi- 
dends of that year, even though the holders of common stock, 
if the corporate earnings justify it, may receive two or three 
times as much. In other words, they are entitled to their 
fixed dividends each year that dividends are declared, but to 
nothing more, regardless of the profits earned. 

When this is the case, if the company is very successful 
its common stock may become much more valuable than the 
preferred. At the beginning of the business, however, the 
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preferred stock is a more attractive investment because the 
holders — provided the preferred dividend is cumulative — are 
sure of all the net profit realized up to the amount of their 
preferential dividend. 

The privileges and restrictions of the different preferred 
stocks vary greatly. Thus a preferred stockholder may have 
all the rights of a common stockholder in addition to the 
"preferences" carried by his stock; or he may be denied some 
of the rights of the common stock, such as the voting right. 
In some cases, more particularly among the smaller corpora- 
tions, and when stock must be made very attractive in order 
to be saleable, the preferred stock carries its preferential divi- 
dend, and then after the common stock has received an equal 
dividend, participates on the same basis as does the common 
stock in any further dividends declared in that year. 

The preferred stock certificates may provide that the pre- 
ferred dividend shall be cumulative. In this case, if the en- 
tire amount of the preferential dividend is not earned in any 
year, or the directors do not deem a dividend payment ad- 
visable, the dividend is passed, i. e., not declared, but the 
claim of the preferred stock for its dividend endures and 
cumulates and the full amount of these cumulated dividends 
must be paid before any dividends are paid the holders of 
common stock. 

If a preferred stock is non-cumulative, the preferred stock- 
holders get only so much of their preferred dividends in 
any one year as the directors in their discretion deem it ad- 
visable to declare, and if in any year they fall short of the 
full amount of their preferential dividend the amount not 
paid is lost to them. If the dividend is cumulative, on the 
other hand, the amount not received in any one year must 
be subsequently made good before dividends are declared on 
the common stock. 

Ordinarily, preferred stock lias no privilege over common 
stock in the distribution of assets when the affairs of a cor- 



THE CORPORATION 4I 

poration are wound up. However, in some states by statu- 
tory provision, and elsewhere when proper provision is made 
therefor in the charter or by-laws of the corporation, or by 
the terms under which the preferred stock is issued, the pre- 
ferred stockholders are given a preference in the distribution 
of assets, and the par value of their stock must then be paid 
them in case of liquidation before anything is paid from the 
assets to the common stock. 

§53. Stock Certificates. 

Generally speaking, a stock certificate is a printed form 
which states that the person whose name is written in the 
proper space provided on the face of the certificate, is the 
owner of the number of shares of stock specified, transfer- 
able by the owner only in person or by attorney upon sur- 
render of the certificate. In other words, a stock certificate 
is evidence of stock ownership in the corporation which is- 
sued the certificate. 

Stock certificates are numbered consecutively, and show on 
their face the amount of capital stock the corporation is au- 
thorized to issue, the number of shares into which this is di- 
vided, and the par value of each share. If more than one 
kind of stock is issued, the authorized issue of each class of 
stock is shown, and certificates are marked "Common Stock" 
or "Preferred Stock" as the case may be. 

The shares of stock represented by these certificates are 
transferable either in whole or in part. Thus, if a person 
has a single certificate of stock for fifty shares and wishes 
to sell twenty-five shares of this stock, he must surrender his 
certificate to be cancelled and reissued in the form most con- 
venient for him. Thus he might have it "broken up," as 
the process is termed, into two certificates for twenty-five 
shares each, assigning one of these and retaining the other. 
Or he might have one of the new certificates made out in the 
name of the purchaser direct. A corporation will — and, as 
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a rule, must — always accede to any reasonable demand for 
the reissue of stock certificates, usually without cost, though 
sometimes a small charge is imposed to compensate the sec- 
retary for the work involved. 

Stock certificates carry a blank form of assignment printed 
on the back of each certificate. This form of assignment in- 
cludes a power of attorney and reads as follows: — 



•m 



For Value Received hereby sell, assign and trans- 
fer unto 

Shares of the Capital Stock represented by the within Cer- 
tificate, and do hereby irrevocably constitute and appoint 

my Attorney to transfer the 

said stock on the books of the within-named Company, with 
full power of substitution in the premises. 

Dated , 191 

In presence of: 



When the stock represented by a certificate is to be sold, 
the owner usually fills in the blanks in this assignment form 
and completes it by affixing his signature. The delivery of 
this certificate to the party named in the assignment as the 
assignee is valid evidence of the transfer of the stock to him 
and he may then surrender this certificate for cancellation 
and have a new certificate issued in his own name. 

When the full number of shares evidenced by a certificate 
is to be sold, the certificate, carrying with it the stock it rep- 
resents, may be assigned by an endorsement in blank, — that 
is, by the owner's signature to the assignment form on the 
back of the certificate, none of the other blanks being filled 
in — and the certificate may then be bought and sold as any 
other commodity without further endorsement; the stock. 
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however, standing on the books of the corporation in the 
name of the party to whom the certificate was issued. If 
any holder wishes to have the stock stand in his own name 
on the books of the corporation (thereby becoming an owner 
of record), he fills in his own name in the blank assignment 
on the certificate, surrenders it, has the transfer recorded on 
the books of the corporation, and a new certificate issued in 
his own name. (See §§56, 58.) 

A stock certificate should not be issued until the stock it 
represents is fully paid for. If the corporation offers its 
stock for sale on the instalment plan, purchasers sign a sub- 
scription blank agreeing to take a specified number of shares 
and promising to make certain instalment payments period- 
ically as specified in the subscription. Certificates of stock 
are not issued until the total amount subscribed has been 
paid in. 

§54. Stockholders. 

A stockholder is a person who acquires one or more shares 
of the stock of a corporation. Usually his ownership is evi- 
denced by a certificate or certificates of stock showing the 
number of shares of stock he owns. If this certificate is is- 
sued in his own name, his name is entered on the books of 
the corporation as the owner of the stock represented by his 
certificate, and he is then a "stockholder of record." 

Technically the stockholders are not the owners of the cor- 
porate business, since the corporation is itself a legal en- 
tity, and the ownership of the business vests in it and not in 
the stockholders. The corporation is, however, owned by 
the stockholders, the ownership of each being fi^d by the 
ratio of his shares to the total number of shares outstanding ; 
e., g.y if he owns ten of fifty outstanding shares, he owns one- 
fifth of the corporation. 

Unless otherwise legally provided — which is unusual — a 
stockholder is entitled to one vote at stockholders' meetings 
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for each share of stock standing in his name on the books of 
the corporation. As already stated, a stock certificate may 
be endorsed in blank and the stock it represents may then be 
sold by mere delivery of the certificate. The buyer of the 
certificate enjoys a good title to the stock it represents but is 
not a stockholder of record. The holder may, however, sur- 
render his certificate, if he so desires, and receive a new one 
in exchange made out in his own name, thereby becoming a 
stockholder of record. Stockholders of record alone are per- 
mitted to vote and they alone receive dividends. In case the 
holder of a certificate of stock assigned in blank, or other- 
wise, has not had it transferred on the books of the corpora- 
tion to his own name, he is the equitable owner of any divi- 
dend declared meanwhile, but, unless the treasurer of the 
corporation is duly notified of the conditions, with proper 
evidence thereof, the dividend will be paid to the former 
owner of the stock who is still the owner of record, and the 
equitable owner of the dividends must recover them from 
the payee. 

When a certificate of stock assigned in blank is floating 
round from one owner to another, it is customary for the 
one who holds it just prior to the date the transfer book is 
closed for dividends, to complete the blank assignment on 
the back of the stock certificate by the insertion of his own 
name, and present it to the transfer officer (who may be the 
secretary of the corporation or an outside person or concern 
acting as fiscal agent of the corporation) for record. The 
dividend will then be paid to the real owner of the stock, 
whereas otherwise it might be paid to someone who had not 
owned the stock for months. 

§55. Dividends. 

In corporate bookkeeping the net profit at the close of 
each fiscal period should be transferred to Surplus account. 
The balance of Surplus account represents the undivided 
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profits, and must be added to the balance of the Capital Stock 
account in order to produce the net worth of the business. 

The surplus of a corporation cannot be claimed by its 
stockholders until such time as the board of directors sets 
aside part or all of it, as the case may be, as dividends to be 
paid to the stockholders in proportion to their holdings. The 
setting aside by the board of directors of profits to be paid 
to the stockholders is known as "declaring dividends." 

It is illegal to declare and pay dividends except from net 
profits, and the directors are personally liable for any impair- 
ment of the assets resulting from the payment of illegal divi- 
dends. Occasionally the by-laws or charter of a corporation 
will prescribe the times when dividends are to be declared, 
if profits exist at the time for the purpose, but otherwise the 
matter is entirely within the discretion of the directors who, 
if a sufficient surplus exists, may declare dividends whenever 
they deem it advisable. They are, however, under no obliga- 
tion to declare dividends even though the surplus is sufficient 
to amply warrant such an act. When the directors de- 
clare a dividend they state when it shall be paid. At the 
proper time this is done by checks, called dividend checks. 

It is advisable, where the number of stockholders is large, 
to draw one check for the total amount of the dividends to 
be paid, and deposit it in a special dividend account at the 
bank. Special dividend checks should be drawn against this 
special deposit. By this method only one entry of the divi- 
dend payment is made in the cash book and that is for the 
single check drawn for the purpose of transferring the cash 
required for dividends from the general to the special fund. 
This check should be debited to Dividend account. This ac- 
count should be credited at the time the dividend is declared 
by the directors, and Surplus account debited. The Divi- 
dend account will balance when the transfer check is charged. 

Dividends are paid only to stockholders of record. Divi- 
dends are always indicated by a rate (e. g., 7%, 4i%, ^i%, 
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etc.), and computed on the par value of the stock outstand- 
ing. The par value of the shares owned by a stockholder, 
multiplied by the rate, will produce the amount of dividend 
due him. 

§56. Stock Certificate Book. 

Stock certificates are numbered consecutively and bound 
in book form like checks, but on account of their size there 
is usually but one certificate to the page. When both com- 
mon and preferred stocks are issued, it is necessary to have 
each kind of certificate bound separately, or in the smaller 
corporations the same end is attained by having the two 
forms of certificate bound in different parts of the same book. 

The stock certificate book contains a stub for each certifi- 
cate, corresponding in number with its certificate and with 
blank spaces on which the following details relating to the 
certificate appear; — date of issue, name and address of per- 
son to whom issued, number of shares, name of person from 
whom transferred and number of the surrendered certificate, 
together with space for the signature of the person receiving 
the certificate. If the owner cannot appear in person to 
receipt for his certificate, a representative may receipt for 
him, or a receipt may be sent him for signature, which on 
its return is pasted on the proper stub in the stock certifi- 
cate book. 

Before issue each certificate is signed by two officers of 
the corporation, usually the president and secretary, though 
in some states the statutes require the signature of the presi- 
dent and treasurer. The certificate also bears the seal of 
the corporation. When a certificate is surrendered for can- 
cellation the word "Cancelled" and the date of cancellation 
should be written with ink or be stamped across its face. 
The cancelled certificate should then be pasted on its cor- 
responding stub of the stock certificate book, and this stub 
should also be marked "Cancelled." 
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§57. Stockholders' Ledger. 

The corporation laws of most states require a stockhold- 
ers' ledger, or stock book as it is sometimes termed, to be 
kept by every corporation. The object of this ledger is to 
keep an account with each stockholder which will show the 
date and number of certificates issued to him, the number of 
shares of each certificate, and if any are transferred or can- 
celled the date of transfer or cancellation, as the case may 
be, and to whom the stock is transferred, etc. 

The stockholders' ledger is subsidiary to the Capital Stock 
account. If common and preferred stocks are issued it is 
advisable to keep a separate ledger for each. Dividends are 
computed on the balances shown in this ledger. The ag- 
gregate balances of the stockholders' accounts should be 
listed at the close of each month and should agree with the 
par value of capital stock outstanding, as per the balance of 
the Capital Stock account. The postings to this ledger 
should be made from the stock certificate stubs. At almost 
any first-class stationery store a specially designed stockhold- 
ers' ledger can be secured which will serve the purpose well. 

§58. Transfer Book. 

The transfer book contains the actual assignment by which 
transfers of stock are effected. It is the book referred to in 
the assignment clause of the usual form of stock certificates, 
reading — "Transferable only on the books of the company, 
etc." 

The assignment in the transfer book is practically a dupli- 
cation of that on the back of the stock certificate, with the 
omission of the power of attorney which appears in the as- 
signment form of the stock certificate. In some of the states 
the state statutes require that a transfer book shall be kept. 
Elsewhere, as the duly executed assignment on the back of 
a surrendered stock certificate is a full and sufficient transfer 
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of the Stock represented, and justifies the secretary in issuing 
a new certificate in the name of the assignee, many of the 
smaller corporations do not keep a stock transfer book at all, 
relying entirely upon the stock certificate book with its stubs 
and duly assigned and cancelled certificates for the evidence 
of authorization of transfers. 

§59. Minute Book. 

Every business corporation is required to keep a record 
of the minutes of the stockholders' meetings and also of the 
meetings of the board of directors. This minute book may 
be either a loose-leaf or bound book. The same book may 
be used for the minutes of both the directors' and the stock- 
holders' meetings, or a separate book may be kept for each. 

The secretary of the corporation has charge of the minute 
book and makes its entries. The minute book is legal evi- 
dence of the proceedings of the meetings it records and is 
therefore a record of much importance. It should be de- 
tailed and clear in its accounts of what is done at the corpor- 
ate meetings. 

§60. Dividend Book. 

For each dividend declared the treasurer enters in the 
dividend book (when this book is kept) a record of the stock- 
holders to whom the dividends are due. This record shows 
their respective holdings of stock, the amount of dividend 
due each, the date on which it is to be paid, and finally the 
stockholders' receipt therefor. In the larger corporations, 
and in many of the smaller ones, the book is not kept at all, 
dividend checks and vouchers taking its place. 



Chapter V 

TRIAL BALANCE. BALANCE SHEET. PROFIT AND 

LOSS STATEMENT. 

§6i. The Trial Balance. 

A trial balance is a list of balances of all open accounts in 
a general ledger kept by double entry, arranged according 
to debits and credits, for the purpose of proving that all 
debits in the books of original entry and books of summariza- 
tion have been posted to the debit side of the ledger accounts, 
and that all credits in the books of original entry and books 
of summarization have been posted to the credit side of the 
ledger accounts. If the sum of the debit balances equal the 
sum of the credit balances the ledger accounts are said to 
be '*in balance." 

Errors of principle, or errors in posting to the wrong ac- 
counts, are not disclosed by a trial balance. 

A trial balance taken before closing the ledger, includes 
all balances of open accounts, whether assets, liabilities, rev- 
enue, or expenses; taken after closing, it includes only the 
balances necessary for compiling a balance sheet. 

§62. Fiscal Period. 

In every business there is a particular date which marks 
the close of its fiscal (financial) year. While December 31st 
is a very common time for closing the fiscal year because it 
is the close of the calendar year, many businesses find it 
more convenient to have their fiscal year end on some other 
date. 

Among mercantile and manufacturing businesses, in par- 
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ticular, it is customary to determine from the books as at the 
close of the fiscal year, the actual condition of all assets and 
liabilities, and an accurate statement of all revenue and ex- 
penses during that year. In many cases this information is 
required semi-annually, and, when a going inventory is not 
maintained, it becomes necessary to take a physical inventory 
in order to ascertain the cost of goods on hand. Under 
such conditions, the fiscal year is broken into two equal parts, 
called fiscal periods. It is not customary for a fiscal period 
to consist of less than six, nor more than twelve months. 
The close of a fiscal period is also called "closing time," be- 
cause it indicates the date at which the accounts are closed 
preparatory to compiling the annual or semi-annual financial 
report. 

§63. The Balance Sheet. 

A balance sheet is a statement of the assets, liabilities, and 
net worth of a business at a particular time. It is in effect 
a picture of the financial condition of a business taken at a 
particular moment of time. 

§64. General Arrangement of the Balance Sheet. 

A balance sheet may be arranged in statement form, with 
the assets appearing first, followed by the liabilities and net 
worth. Or, it may be arranged in account form, with the 
assets on the left side and the liabilities and net worth 
on the right. Although this two-side form of the bal- 
ance sheet may be designated as the "account form," it 
is not proper to speak of the left side, or asset side, as the 
"debit side of the balance sheet" ; nor is it correct to term the 
right hand, or liability side, as "the credit side of the balance 
sheet." A balance sheet has no debit or credit side. It is 
simply a statement of the assets, liabilities and net worth of 
a business at a particular moment of time, and its arrange- 
ment may vary according to the ideas of the compiler. 
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When the number of items are few, it is advisable to use 
the statement form, so that the entire balance sheet may be 
shown on a sheet of paper, say 8^ inches wide. The account 
form of a balance sheet requires paper twice as wide as the 
statement form. 

When the number of items is fairly large, it is unques- 
tionably better to arrange the balance sheet with the assets 
on the left side, and the liabilities and net worth on the right 
side. Assets are the opposite of liabilities, and it is more 
logical, and much clearer, to arrange them on opposite sides. 

Assets and liabilities should be arranged on the balance 
sheet so as to convey the clearest and fullest meaning pos- 
sible. With respect to most businesses, this may be best ac- 
complished by employing one of the two following arrange- 
ments, both of which are used by professional accountants. 
The first arrangement is more generally used. The second 
one should be used when compiling a balance sheet to be 
submitted to a credit-man, financial rating concern, or bank 
cashier; the reason being that, for such purposes, the quick, 
or liquid assets are usually of more interest than the fixed 
assets. Very often a credit man will quite disregard the 
fixed assets in arriving at his conclusion regarding an ap- 
plication for credit. He will, however, examine the amounts 
of all quick assets and quick liabilities^ and also the differ- 
ence between their total amounts in order to ascertain the 
amount of available or working capital. 

For ordinary purposes the first arrangement of the balance 
sheet is preferable, because it presents the largest items of 
assets and liabilities first. If a concern has only, say, one 
or two items of fixed assets, and those are small, and no 
fixed liabilities, then by all means the second arrangement 
should be employed. 

The arrangement of the balance sheet is not so much a 
question as to whether the fixed assets shall be shown first 
followed by the floating, or whether the floating shall be 
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shown first followed by the fixed. Either arrangement is 
perfectly proper. The important point is to adopt one plan 
or the other and follow it out consistently, because otherwise 
the balance sheet will be a confusion of figures. 

Arrangement No. i. 
Balance Sheet — December 3I9 1910. 



Liabilities and Net Worth : 
1st — Show all fixed liabil- 
ities in the order of the size 
of their amounts; or, accord- 
ing to the length of time the 
obligations have to run. 

2nd — Show all floating liabil- 
ities in the order in which 
they are ordinarily liquidated. 
3rd — Show net worth in 
proper detail. 



Assets : 

1st — Show all tangible fixed 
assets in the order of their im- 
portance (amounts). 

2nd — Show all intangible 
fixed assets, in the order stated 
above. 

3rd — Show all quick assets 
in the order of their availa- 
bility to a going business. 

4th — Show all items of de- 
ferred charges to Profit and 
Loss in the order of their 
amounts, the largest amount 
being shown first. 



Arrangement No. 2. 

Balance Sheet — December 31, 19 10. 

Assets. 

1st — Show all quick assets in the order of their availability 
to a going business. 

2nd — Show all tangible fixed assents in the order of their 
money values, the largest amounts appearing first. 

3rd — Show all intangible fixed assets, in the order stated 
above. 

4th — Show all items of deferred charges to Profit and 
Loss in the order of their amounts. 
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Liabilities and Net Worth. 

1st — Show all floating liabilities in the order of their 
liquidation, with the most pressing items shown first. 

2nd — Show all fixed liabilities according to their im- 
portance, and monetary size; or, in the order of their per- 
manency. 

3rd — Show net worth in proper detail. 

(For illustrative forms of balance sheet, see Part IV.) 

It is always advisable, when possible, to show the fixed 
assets at their actual cost. Sometimes they are carried on 
the books at other than cost prices. The word "cost" should 
be placed in parentheses directly after the names of the fixed 
assets, provided they are carried at cost. If they are not, 
the words "Company's valuation," or "firm's valuation," as 
the case may be, should be shown instead of the word "cost." 
The same idea of showing the "whole truth" should be car- 
ried out with respect to all impersonal quick assets. 

Deficit, if it exists, should be shown in the same position 
on the balance sheet as Surplus, but as a red ink figure. It 
should be deducted from Capital Stock in order to show the 
impairment of the capital stock. If it exceeds the capital 
stock the business is insolvent and the amount of the in- 
solvency should be extended in red ink and deducted from 
the total amount of liabilities in order to make the footings 
of the two sides, or parts, of the balance sheet agree. The 
writer is acquainted with accountants who place deficit on 
the asset side of the balance sheet, which is illogical and un- 
scientific. Deficit is a poor asset. When it exceeds the cap- 
ital stock it shows that the stockholders have lost all they 
invested, and that the creditors can not realize, according 
to the balance sheet figures, one hundred cents on the dollar. 

All reserves for depreciation or extinguishment of fixed 
assets, and all reserves for shrinkage in value of current 
assets, are negative accounts, and should always be shown 
on the balance* sheet as deductions from their correlative 
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assets; e, g,, the balance of Reserve for Depreciation of 
Machinery and Equipment should be shown as a deduction 
from the cost of machinery and equipment in order to show 
the value of this machinery and equipment to the business as 
a going concern. Likewise the balance of Reserve for Bad 
Accounts should be shown as a deduction from the total 
amount due from trade debtors, in order to show the esti- 
mated realizable value of the amount due on open accounts 
receivable. 

Such reserves are not liabilities, nor any part of surplus. 
Either their creation was necessary in order to show the 
true amount of surplus, or deficit, as the case may be, or, the 
assets to which they apply would have to be diminished ac- 
cordingly. In either case surplus, or deficit, would be shown 
for the same amount. 

There are some reserves that are a part of surplus and that 
must be shown as reserves on the liability side of a balance 
sheet. These are reserves which are not set aside to meet 
the shrinkage in fixed current assets; e, g,, "Reserve for Sink- 
ing Fund" which eventually reverts back to surplus, "Reserve 
for Contingencies" of which such part reverts back to surplus 
as is not absorbed by materializing contingencies, etc. 

A reserve should always show for what it is set aside. In 
the great majority of cases reserves are set aside to provide 
for the estimated depreciation of fixed assets, for extinguish- 
ment of some intangible asset, or to provide for some antici- 
pated revenue charge. (For a detailed treatise on reserves 
see Chapters XVII and XVIII.) 

It is the practice among most professional accountants to 
use as a heading on the right-hand side of the balance sheet 
the word "Liabilities." This would be quite proper if all 
the items on the right-hand side of the balance sheet were 
liabilities, but this is not the case. Net worth, consisting of 
capital investment plus surplus, or minus deficit, is not a lia- 
bility. It is the excess of assets over liabilities, and is in- 
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eluded on the right-hand side of the balance sheet in order 
to make the footing of that side agree with the footing of 
the asset side. The model balance sheets, shown in Part 
IV of the present volume, illustrate the proper arrangement 
of assets, liabilities, and net worth. 



§65. Difference Between the English and American Form 
of Balance Sheet. 

The English form of the balance sheet differs from the 
American form (often called the continental form) in that 
the assets are placed on the right-hand side and the liabilities 
on the left-hand side. The reason for this radical difference 
in arrangement is found in the different origins of the bal- 
ance sheet, as established by English and American account- 
ants. 

In years gone by it was customary in double entry book- 
keeping to close all accounts showing profit and loss into the 
Profit and Loss account at the close of each fiscal period, 
just as it is done in modern practice; and also to close all 
other accounts into an account called the "Balance Account," 
a thing which is not done in modern practice. This "Bal- 
ance Account" after closing, showed on the debit or left- 
hand side all assets, and on the right-hand side all liabilities, 
and net worth. 

In order to properly continue the asset, liability, and net 
worth accounts after closing them into the "Balance Ac- 
count," it became necessary to reopen them, which was done 
through the same account they were closed into; i. e,, the 
"Balance Account." This was accomplished by means of 
journal entries, debiting the asset accounts with their re- 
spective balances and crediting "Balance Account"; then 
debiting "Balance Account" and crediting the liability and 
net worth accounts with their respective balances — thus caus- 
ing the "Balance Account" to balance for the second time. 
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The operation of closing all balance sheet accounts into 
the "Balance Account'* caused all assets to be shown on the 
debit or left-hand side, and all liabilities and net worth on 
the credit or right-hand side. The operation of reopening 
all balance sheet accounts through the "Balance Account" 
caused an opposite condition, — ^all liabilities and net worth 
being entered on the debit side, and all assets on the credit. 

The English form of balance sheet is based on the "Bal- 
ance Account" at opening, and the American form on the 
"Balance Account" at closing. The American form is 
preferable because the arrangement is consistent with the left- 
hand and right-hand arrangement of assets and liabilities 
used throughout bookkeeping practice. 

§66. Negative Accounts. 

Negative accounts are those which are a part of some other 
class of accounts, but which are kept separately for statis- 
tical purposes. When compiling a balance sheet or a profit 
and loss statement, such accounts are shown as deductions 
from their correlative accounts. Examples of this class of 
accounts are, — Reserve for Depreciation, Notes Receivable 
Discounted, Goods Returned by Customers, etc. If they show 
credit balances they are not liabilities or profits, but instead 
are deductions from the assets or losses to which they ap- 
ply. If they show debit balances they are deductions from 
liabilities or profits to which they apply, and are not consid- 
ered as assets or losses. 

§67. Deferred Charges to Profit and Loss. 

This is a general term which covers any expense charged 
but not absorbed by the operations of the business as of a 
particular date; e. g,, insurance premiums paid in advance, 
interest paid in advance, advertising paid in advance or ad- 
vertising supplies not exhausted, office supplies on hand. 
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stable supplies on hand, fuel on hand, etc. In the case of a 

manufacturing concern, insurance premiums, fuel, etc., would 

be just as current or quick, to a going business, as the raw 

materials, because they all enter into the production cost of 

manufactured products. 

The term is used only in making up a balance sheet, and 

then as a general heading for the purpose of grouping this 

class of assets. A credit man attaches little or no value to 

assets of this nature, but they are essential in arriving at an 

accurate showing of the business, and should always be 

shown. 

.1 " 

§68. Is Capital a Liability? 

Capital always appears on the balance sheet under the 
heading of "Liabilities," but that does not make it a liability. 
The error lies in the heading, "Liabilities," which is too lim- 
ited to correctly express the nature of the balance sheet en- 
tries which appear beneath. The heading should be "Liabil- 
ities, Capital and Surplus"; or better, "Liabilities and Net 
Worth." 

Capital, whether the business be that of a corporation, 
partnership or individual, is a responsibility resting upon the 
business. It is not a liability because the business is not 
obliged to pay it at any particular time. 

Capital invested in the business is a venture, and the busi- 
ness becomes custodian of the capital thus invested, and it is 
therefore, as stated, a responsibility assumed by the business. 
Those who invest the capital cannot demand that it be re- 
turned to them as they could in the case of an ordinary lia- 
bility before the liquidation of the business, and in the case 
of liquidation all creditors must first be satisfied before the 
partners or stockholders are allowed to participate. After 
all liabilities are satisfied, the residue belongs to the partners 
or stockholders. 

If capital is a liability, then surplus is also a liability; and 
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if surplus is a liability, then deficit is an asset, an obvious 
reductio ad absurdum. 

Capital and surplus are not liabilities and deficit is not an 
, asset. These three accounts belong in a class by themselves, 
and constitute net worth. 

§69. Contingent Liabilities. 

Contingent liabilities are amounts owing by the business 
only in case certain contingencies materialize; e. g., notes 
receivable discounted, accommodation endorsements, etc. If 
a business discounts the notes received from others its en- 
dorsement must be placed on the back of each note dis- 
coimted. If the maker fails to pay the note at maturity the 
business is held liable to pay it. Such liabilities should be 
shown on the balance sheet as foot notes. 

§70. Profit and Loss Statement for a Mercantile or Manu- 
facturing Business. 

A profit and loss statement is a logically arranged anal- 
ysis of the net profit resulting from the cafrying on of a busi- 
ness for a given period of time. First the sales are shown, 
then the cost of goods sold, then the gross profit. If there 
are other regular sources of income they should be shown 
underneath the gross profit on sales, in order to indicate the 
total gross profit. The regular operating expenses of the 
business should be deducted from the total gross profit, thus 
arriving at the net profit from operations. 

It is customary, amongst the leading professional account- 
ants, when compiling a profit and loss statement, to show 
net profit from operations (the earning capacity of a busi- 
ness) before showing items of interest on borrowed moneys, 
discounts earned and allowed, loss from bad accounts, and 
items of extraneous income and expenditure. The reasons 
for this practice may be briefly stated as follows : 



BALANCE SHEET. PROFIT AND LOSS STATEMENT 59 

Discounts on purchases include discounts on merchandise 
purchased, and may also include discounts on office supplies, 
stable supplies, factory supplies, etc., purchased. Therefore, 
they are not entirely applicable to merchandise purchases. 
Nor do discounts applicable to purchases during a given 
period apply exclusively to the cost of merchandise sold during 
that period. 

In order to take advantage of discounts on purchases some 
businesses must borrow money, while other businesses in the 
same line have sufficient money of their own. Likewise, the 
amount of discounts on sales depends upon the policies of 
the business management, the need for money, and the class 
of trade served. Often the discount allowed to customers 
IS much larger than is ordinarily the case, because the busi- 
ness requires the money for a working fund, especially if it 
cannot borrow enough from banks. To arrive at results 
from regular operations on a consistent basis, the items of 
interest and discount must therefore be shown on the profit 
and loss statement after the net profits from the regular 
conduct of the businesses have been reached. 

As interest, discounts, and loss on bad accounts are not 
influenced by the routine operations of the business, they 
should not be merged into the regular income or expenses 
of the business. Losses on bad accounts fluctuate, and are 
not properly included as an expense of doing business. They 
are rather a loss resulting from doing business, and must be 
made good out of the net earnings. A loss on a bad account 
is the reversal of a profit formerly taken. Discounts on 
purchases are "short circuits" on interest paid for borrowed 
moneys. Discounts on sales, and interest paid on borrowed 
moneys, are one and the same thing so far as their treatment 
in the profit and loss statement is concerned. 

§71. Operating Expenses. 

This class of expenses includes all those which have to do 
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with the regular operations of the business, which apply 
strictly to the current fiscal period, and which are common 
to concerns in that line, regardless of their financial condi- 
tion ; e. g,, all selling expenses, delivery expenses, general ad- 
ministrative expenses, depreciation when a periodical charge 
is made for that purpose, etc. The difference between the 
gross profit from the regular sources of revenue, and the 
operating expenses, is the earning capacity of a business, and 
should be known as the "net profit from operations." 

Depreciation is one of the expenses properly charged to 
operation. It represents a service rendered by the build- 
ings, office equipment, stable equipment, machinery, etc., as 
the case may be. The office furniture and fixtures render a 
service like the bookkeeping staff, and, like the bookkeeping 
staff, their period of usefulness is limited. By reason of 
wear and tear and efflux of time they will some day require 
replacing, and by that time they should not appear as having 
any value on the books. If they appear at cost, there must 
be a sufficient reserve set aside to replace them, else the op- 
erating expenses of each period have not been properly stated. 
If a business omitted to make any provision for depreciation 
for several years, and then finally wrote off a large amount 
— enough to suffice for the years omitted — it would be incor- 
rect to include the entire amount as operating expenses. 
Only such a proportion as fairly applies to the current period 
should be thus shown; the balance, being applicable to prior 
periods, should be charged to the Surplus account, or to the 
Capital accounts if a partnership. 

§72. Capital Expenses. 

This class of expenses comprehends all which have to do 
directly with the securing of available cash funds; e, g., in- 
terest on borrowed moneys whether on bonds or notes, in- 
terest on overdue accounts payable, and discounts allowed 
to customers for paying their bills on or before a certain 
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date. Any moneys received on deposits, notes •receivable, 
or overdue accounts receivable, are offsets to the interest 
paid and discounts allowed. The net result of interest and 
discount items may be a debit or a credit balance, depending 
very largely upon the financial condition of the business, its 
requirements for ready cash, the cleverness of the financial 
management, and the class of trade dealt with. If dis- 
counts on sales is an operating expense, it follows that inter- 
est on moneys borrowed for current use is also an operating 
expense, — a conclusion obviously incorrect. 

§73. Loss on Bad Accounts. 

Loss on bad accounts must also be included with capital 
expenses. With most businesses this loss is a recurring item 
which must be taken into consideration before the net profit 
can be truly shown for a given period. It varies from year 
to year, such variations depending largely on the class of 
trade, eagerness to sell, the cleverness of the credit-man, and 
on other conditions which can not be foreseen. 

When a profit and loss statement is compiled, the amount 
which it is estimated will be lost on bad accounts during the 
subsequent month or fiscal period, as the case may be, should 
be shown imdemeath the items of interest and discount, and 
if the net result of the interest and discounts is a debit, the 
estimated loss on bad accounts should be added to it and the 
sum of the two amounts deducted from the net profit from 
operations, in order to arrive at the net profit for the period. 
If the net balance of the interest and discount items is a 
credit, then the difference between that credit, and the loss 
on bad accounts, should be added or deducted, as the case 
may be, from the net profit on operations in order to arrive 
at the net profit for the period covered by the profit and 
loss statement. Extraneous items of income and expendi- 
ture may also be shown as additions to and deductions from 
the net profit on operations. 



62 PRINCIPLES AND DEFINITIONS 

§74. Nature of Loss on Bad Accounts. 

The reason that loss on bad accounts (whether the actual 
loss or the amount it is estimated will be lost) should be de- 
ducted from the net profit on operations, is because it repre- 
sents a loss after a sale has been effected, and therefore ap- 
plies not to the regular operating expenses, but to the realiz- 
ing on the results of those operations. 

We may estimate that the loss on bad accounts during a 
given period will be a certain amount, but it may take from 
one month to three years to ascertain the actual loss, and 
this actual loss is not likely to exactly coincide with the esti- 
mate. The estimated amount is therefore obviously ar- 
bitrary, and is not an expense. The object of anticipating 
the loss is to enable a reserve for bad accounts to be created 
and shown on the balance sheet as a deduction from accounts 
receivable, thereby preventing that class of assets from being 
stated at more than their probable realizable value. 



Chapter VI 
ACCOUNTING SYSTEM DEFINED 

§75. Accounting Systems. 

An accounting system consists of the books and other 
records used in a business for recording and classifying its 
transactions. There are four classes or kinds of records used 
in the more elaborate accounting systems; tAjs,, records of 
original entry, records of summarization, subsidiary records, 
and the general or private ledger. 

§76. Records of Original Entry. 

These, as the name implies, are the records which show the 
first or original record of business transactions. The jour- 
nal, cash book, duplicate bills or sales book, as the case may 
be, voucher jackets or invoice book, as the case may be, etc., 
are examples of records of original entry. 

§77. Records of Summarization. 

Records of this nature are those books (bound or loose- 
leaf, as the case may be) used for summarizing the transac- 
tions shown on certain records of original entry; e. g., sum- 
mary of sales when the system of duplicate billing is used, 
in which case the duplicate copies being the original record 
of sales, the summary is required to ascertain monthly totals 
for general ledger postings; voucher register for summariz- 
ing and classifying the voucher jackets which contain the 
original records of purchases, expenses incurred, etc. 

§78. Subsidiary Records. 

These are usually in the form of ledgers (whether bound 
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or loose-leaf) and contain details supporting some particular 
general ledger accounts; e. g., customers* ledger, creditors' 
ledger (or unpaid vouchers file when the voucher system is 
used), agents* accounts, contract ledger, instalment bonds 
ledger, mortgage ledger, stock ledger (perpetual inventory), 
analysis of fixed assets, analysis of selling expenses, analysis 
of general expenses, manufacturing cost ledger, securities 
ledger, real estate record, bill book, etc. In the general 
ledger should be kept controlling accounts corresponding 
with the different kinds of subsidiary records noted above; 
viz,, Accounts Receivable, Accounts Payable, Agents' ac- 
counts, Contracts, Instalment Bonds, Mortgages Receivable, 
Purchases, Plant and Equipment, -Selling Expenses, General 
Administrative Expenses, Manufacturing, Securities Owned, 
Real Estate, Notes Receivable, Notes Payable, etc. 

§79. The General Ledger. 

This book, sometimes known as the private ledger, is the 
final resting place of double entry bookkeeping results, shown 
in the form of accounts, and so classified as to exhibit the 
condition of each kind or class of assets, liabilities, expenses 
and revenues, and the status of capital and surplus. 

General ledgers should always be bound books. A loose- 
leaf book for this purpose has absolutely no advantages. A 
general ledger never has any "deadwood" in it, and the in- 
formation within its covers must be kept intact. 

In single entry bookkeeping the ledger usually contains 
personal accounts only. 

§80. Functions of the Journal in an Accounting System. 

Most accounting systems include a journal, because certain 
transactions and bookkeeping adjustments cannot be con- 
veniently passed through any other bookkeeping record. In 
other words, the journal is used for recording such business 
transactions and bookkeeping adjustments as are not pro- 
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vided for in any other record of original entry; e, g,, open- 
ing entries, closing entries, issuing a note on account, receiv- 
ing a note from a customer to apply on his account, adjusting 
errors in ledger accounts, transferring items or balances from 
one account to another, etc. Sometimes columns are pro- 
vided in the voucher register, when one is kept, to take the 
place of a journal. In such case journal vouchers should be 
used to show the details of all such entries. 

The journal occupies an important place in any accounting 
system, frequently containing records of unusual and intri- 
cate transactions, and also necessary adjusting entries. Com- 
plete particulars should be shown regarding each entry in 
the journal. Skeleton entries are usually very dilfficult to 
decipher and never to be tolerated. There is little danger 
of making the particulars of a journal entry too copious. 

§81. Functions of Other Records of Original Entry in an 
Accounting System. 

The functions of the other records of original entry listed 
heretofore are obvious from their names. If, in a system 
of accounting, there is a cash book, all cash received and dis- 
bursed should be recorded therein. The same line of rea- 
soning applies to a sales book and a purchase book (also 
known as invoice book, and voucher register). All such 
records are special journals; i, e,, they are records in which 
are prepared certain classes of business transactions for the 
general ledger, whereby through groupings or classification 
much clerical work is saved, and better statistics are available. 

A similar saving of clerical work is accomplished by means 
of special columns both in the records of original entry and 
in the records of summarization. The main advantage of 
the special column is the reduction of the volume of postings 
to the general ledger effected by its use. Its chief disadvan- 
tage is the danger of entering items in the wrong column. 
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§82. The Ramifications of an Accounting System. 

This depends upon the volume of business transacted, the 
amount of details involved, and the up-to-dateness of the 
management. The following illustrates the elements of a 
modem accounting system for a mercantile business : 

Records of Original Entry: 

Cash Receipts Book. 

Cash Disbursements Book. 

Petty Cash Book. 

Duplicate Bills (Sales). 

Voucher Jackets (Invoices, etc., attached). 

Journal. 
Books of Summarization: 

Summary of Sales. 

Voucher Register. 
Subsidiary Records: 

Customers' Ledgers (3). 

Unpaid Voucher Jackets File. 

Stock Ledger (Perpetual inventory of goods on hand). 

Analysis Book. 
General Ledger. 

In addition to the above there are various forms for re- 
cording the information reg^arding transactions preparatory 
to making the original bookkeeping entries. Such forms 
are, however, considered as memoranda and not as a part of 
the accounting system, although indispensable to it. Of this 
nature are labor tickets, pay rolls, goods received slips, check 
stubs, salesmen's orders, etc. 



Chapter VII 
SOME WORKING RULES 

§83. Detecting Errors in a Trial Balance. 

A trial balance is said to be "out" when the footing of the 
debit balances does not agree with the footing of the credit 
balances. 

Every set of books should be so arranged that a trial bal- 
ance may be compiled from the general ledger, independent 
of any other bookkeeping record. 

In case a trial balance is "out," the following suggestions 
may lead to a discovery of the cause : — 

Verify the footings of all ledger accounts from the date 
of the last trial balance. 

Verify the balances of the accounts, and see that they are 
correctly shown on the trial balance. 

Verify the footings of the trial balance. 

Verify all footings of the records of original entry and 
the records of summarization. 

Verify all postings to the general ledger from the date 
of the last trial balance, checking from the ledger. Use a 
small, distinctive, check mark, placing it on the double line 
to the left of each item in the general ledger, and also in the 
record from which it was posted. Exhaust all items in an 
account before beginning the verification of the next account. 
Two or more persons can do this work to better advantage 
than one, especially if there are several posting mediums. 

After verifying all postings, examine the general ledger 
accounts in order to see whether all items within the period 
under review have been checked. In a like manner examine 
the records from which the postings were made. An im- 
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checked item in the ledger indicates a double posting, a super*' 
fluous posting, or an error of omission in checking the post- 
ing. An unchecked item in one of the records from which 
the postings were made indicates an error of omission in 
posting, or an error of omission in checking the posting. 

If the previous trial balance was correctly compiled, and 
if the above suggestions are carried out without error, a 
correct trial balance must result. If it is still "out" the sug- 
gestions have not been correctly executed, and in such a case 
it is advisable to make another attempt, but according to a 
different method called analyzing the ledger. This is ac- 
complished in the following manner: — 

Either use a sheet of analysis paper, or rule on plain paper 
as many columns as may be required. Reserve two columns 
(debit and credit) for each record from which postings are 
made, and write the name of the record across the top of 
each pair of columns reserved for it; e. g., journal, cash 
book, sales book, voucher register, etc. Now proceed to 
analyze each ledger account from the date of the last trial 
balance, by entering the debit items and credit items ap- 
plicable to each posting medium in their respective columns 
under the proper headings on the analysis paper; e, g., all 
debits posted from the journal should be entered in the first 
(debit) of the two columns headed journal, and all credits 
posted from the journal should be entered in the second or 
credit column. When all the ledger accounts have been an- 
alyzed, the footings of each pair of columns should agree 
with the footings shown in the records of original entry, or 
records of summarization, corresponding to the headings of 
the columns. In case of differences, the error, or errors, 
may be localized as to the particular posting medium in 
which the error or errors exist. 

§84. Opening a Double Entry Set of Books. 

It may be stated as a general rule that, in opening a set 
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of books to be kept by the double entry method, the first 
step is to enter on the general ledger through the journal all 
assets invested or taken over from another business, all lia- 
bilities assumed, and the net investment if an individual, or 
the par value of capital stock issued and outstanding if a 
corporation. The entry in the journal by which this is done 
is called the opening entry. 

When the only asset invested is cash, and no liabilities are 
assumed, an entry through the cash book debiting Cash ac- 
count and crediting the proper capital account (or accounts 
if a partnership), is the only one necessary. 

§85. Changing a Set of Books from Single Entry to Double 
Entry. 

The process of changing a set of books from single entry 
to double entry requires the preparation of a schedule of all 
existing assets and liabilities. The accounts receivable and 
accounts payable can be ascertained from the single entry 
ledger (which usually contains personal accounts only), and 
the cash on hand from the cash book. An inventory is 
necessary of all tangible assets, such as real estate, fixtures, 
notes receivable on hand, securities owned, merchandise on 
hand, etc. Some record of the necessary data regarding 
notes and mortgages outstanding, taxes accrued, labor ac- 
crued and not due, insurance premiums prepaid, interest pre- 
paid, etc., will probably be found, or otherwise must be ob- 
tained from someone connected with the business. 

From the schedule of assets and liabilities, the opening 
entry is made in the double entry journal, and posted into 
the general ledger. The personal accounts may or may not 
be transferred to new subsidiary ledgers, as may be demanded 
by the condition and utilities of the single entry ledger. In 
either case, however, the personal accounts should be con- 
trolled through the general ledger, unless they are so few 
in number that it is advisable to keep all accounts in one 
ledger. 
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Changing from single to double entry bookkeeping means 
that all existing assets and liabilities not included in the sin- 
gle entry records must be ascertained, so that an account in 
the general ledger of the double entry set of books may be 
opened with every kind of existing assets and liabilities of the 
business, and with a Capital account, or, in the case of a 
partnership, with Capital accounts. 

§86. Closing the General Ledger. 

The general ledger should not be closed more often than 
semi-annually. 

The Cash account, — and one should always be kept in the 
general ledger, — and all other balance sheet accounts, may 
be balanced as often as the ledger is closed. The writer 
recommends that the balance sheet accounts be balanced only 
once a year, and that the balancing entry — ^which consists of 
the date of closing, the word '^balance," and the amount 
necessary to balance the account — ^be entered on the smaller 
side of the accounts, in red ink at the close of one year and 
green ink at the close of the next yean Alternating the 
colors when balancing the accounts each year prevents a pos- 
sible confusion of two consecutive years' balances. After 
closing the accounts the balances should be brought down on 
the opposite side from which they were entered and in the 
same colored ink — red or g^een as the case may be. 

The footings of the two sides of the accounts are inserted 
on a line with one another. Single lines, cutting off the 
money columns only, should be ruled just above the footings, 
and double lines, cutting off everything but the particulars 
column, should be ruled just underneath the footings. Check 
marks should be inserted in the folio columns on a line 
with the word "balance," to indicate that this balance was 
not posted from any other bookkeeping record. 

The balance is first inserted to close the account, and then 
after the account is closed is brought down on the opposite 
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side to again open the account. The two entries are con- 
sistent with the scheme of double entry bookkeeping. 

The object of balancing off all balance sheet accounts is 
to avoid having to carry indefinitely the footings on both 
sides, which would eventually become cumbersome. It is 
better to balance them all at a regular stated time, than to 
balance some at one time and some at another. 

Personal accounts should be balanced annually for the rea- 
son, and according to the method, stated above. 

All profit and loss accounts should be closed into the Profit 
and Loss account not more often than semi-annually, nor 
less often than once a year. A balance sheet and a profit 
and loss statement may be compiled monthly, if the cost of 
goods on hand is ascertainable, but this does not necessitate 
a closing of the books. 

When the books are to be closed the necessary closing 
entries cannot be journalized until the inventories are com- 
pleted, all prepaid expenses of any importance computed, all 
accrued expenses not on the books ascertained, the necessary 
provisions for depreciation of wasting assets made, and all 
invoices applicable to the period properly entered. 

The closing entries should always be passed through the 
journal. The atrocious practice of making transfer entries 
in the ledger itself is unscientific, and should not be toler- 
ated. Every item in the general ledger, except the balancing 
figures used in closing the balance sheet accounts, should be 
posted from some book of original entry, or record of sum- 
marization. The balancing figures should be entered with 
a different colored ink from that regularly used in the books. 

The writer holds that a Trading account should be used 
as a subdivision of the Profit and Loss account when a going 
inventory is not maintained, in order to show the mathemat- 
ical calculations employed in arriving at the gross profit on 
goods sold, — ^because the inventory at the beginning, pur- 
chases and sales during the period, and inventory at the end, 
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do not properly belong in the Profit and Loss account, and 
when entered there tend to confuse, rather than instruct, 
one not thoroughly familiar with double entry bookkeeping. 
(It is, of course, understood that a set of books should be so 
kept as to convey information to one not familiar with book- 
keeping routine.) The Profit and Loss account should show 
on the credit side the gross profit on sales, as computed in 
the Trading account. 

§87. Rules for Reducing to a Minimum the Possibility of 
Financial Irregularities. 

All cash received to be deposited in bank and duplicate 
deposit slips to be kept on file in chronological sequence. 

All currency disbursements to be made from an imprest 
fund, which should be replenished by a check at least monthly. 
Vouchers to be secured for all currency disbursements, and 
filed numerically. (See §116, Imprest Fund.) 

Only such disbursements as are necessarily payable in cur- 
rency to be paid from the imprest fund. All other disburse- 
ments to be made by check. 

All returned checks to be retained and filed so as to be 
readily compared with their corresponding entries in the cash 
book. 

The cashier to do no posting whatever, not to open mail, 
and neither to make out nor mail monthly statements of cus- 
tomers* accounts. 

Someone other than the cashier or the posting clerk to 
compare the amounts of the monthly statements with the cus- 
tomers* accounts, and see that the statements are mailed. 
The posting clerk not to be allowed to open mail. 

All credit memoranda for goods returned to be OK*d by 
the receiving clerk or manager, and neither the cashier nor 
the posting clerk to be allowed to make out credit memoranda. 
Credit memoranda should not be mailed by the person who 
makes them out 
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Cash to be balanced daily, and a memorandum of the com- 
position of the balance to be noted in a bound book, daily. 

All invoices for goods purchased to be OK'd as to price 
by the person who ordered them, and a goods received slip 
to be furnished by the receiving clerk for each lot of goods 
received. These slips should be attached to their correspond- 
ing invoices. 

Pay rolls to be paid by a check issued for the exact amount 
of the pay roll, which should be converted into currency 
with which to "pay oflf." Receipts to be taken from every 
employee. If this is not feasible a brass check may be placed 
in each pay envelope, and collected from the employees as 
they leave the factory after paying oflf time. The one who 
pays oflf should never be allowed to make up the pay roll or 
to handle the money placed in the pay envelopes; and the 
one who collects the brass checks should have nothing what- 
ever to do with the pay roll or with paying off the help. 

At least once each year, and semi-annually if practicable, 
a statement should be sent to each customer and creditor 
whose account shows a balance, together with a request for 
a prompt reply in case the balance shown on their books does 
not agree with the balances shown on the statements. These 
statements need not be sent to creditors who send in a monthly 
statement that is in agreement with their ledger account. 

Bank balances to be reconciled by someone other than the 
cashier, and a permanent record to be made of the reconcili- 
ations. 

§88. Ruling as a Science. 

The rulings of forms (the term "form" here including 
all the bookkeeping records of an accounting system) differ 
widely. The books and forms kept in stock by stationery 
stores are not good models to pattern from, as they are made 
as cheaply as possible, and, as a rule, are designed by book 
manufacturers, and not by accountants. 
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The ruling of forms can and should be done uniformly, 
and there should be a reason for using each different color 
and each kind of line. In this way ruling can be reduced to 
a science. 

The general rules which follow are those formulated by 
the author and used by him in his own practice in connection 
with the designing of accounting systems and the prepara- 
tion of forms generally. He has found that forms ruled in 
accordance with the suggestions given look better than would 
be the case if ruled without a fixed plan and are much more 
convenient in practice. The whole matter is one of standard- 
ization and of the advantages resulting therefrom. 

§89. Ruling Perpendicular Lines. 

Double red lines should be placed on either side of money, 
date, and number columns. They are the boundary lines of 
these columns. When an amount is written in a money col- 
umn, no dollar mark is required as it is understood. 

Single red subdivides the double red columns into their 
elements, — dollars and cents, and month and day. 

Single or double red perpendicular lines should not be 
used for any other purposes than those described above. 

Single faint lines, preferably of blue, divide elements into 
units, and are used to indicate unit columns within the money 
columns, and also within columns used for numbers not de- 
scriptive of money. 

A single green, blue, or purple line within a money column 
takes the place of every third faint line (beginning with the 
first one to the left of the single red and counting towards 
the left) and divides hundreds from thousands, thousands 
from millions, etc. It is, as stated, preferable to use faint 
blue for unit lines and heavy blue for grouping the units into 
columns of three each. 

A single green or purple line should be used for dividing 
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a Space not used for figures into any desired sections; e. g., 
a space for name and particulars, or account and particulars, 
should be divided into two sections by a single green or pur- 
ple line. When a space with one heading is subdivided into 
two or more sections, each section having a subheading, the 
several sections may be divided by single or double green, 
or purple lines, depending on their uses and on how strong 
the ruling effects need be. 

Four-line fancy rulings, consisting, preferably, of two out- 
side red and two inside purple lines ruled as closely together 
as possible, should be used only on the four sides of a form 
as a border. Of course when used they take the place of 
boundary lines on either side, usually for a date column on 
the left-hand side and a money column on the right-hand 
side. In such a case the money column would be bounded 
on the right by a four-line fancy and on the left by a double 
red; and the date column, if it occurred first on the left-hand 
side, would be bounded on the left by a four-line fancy and 
on the right by a double red. 

The term "form" as used in this discussion means the en- 
tire page of a record, whether it occupies a single or a double 
page. In the latter case the four-line fancy must appear 
only on the left-hand side of the left-hand page and the right- 
hand side of the right-hand page. In other words, the form 
has but four sides notwithstanding that it consists of two 
pages which are broken by the binding of the book. 

Three-line fancy ruling, preferably a purple between two 
reds, should be used as the inside boundary lines where two 
pages are covered by a single form. They appear on either 
side of the binding space. They will not, of course, be used 
for this purpose when a form covers but one page or less. 

A three-line fancy ruling should always be used to sep- 
arate debit columns from credit columns; or the debit sec- 
tion of a form from the credit section. 
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§90. Ruling Horizontal Lines. 

Single faint lines in blue should be used for the regular 
horizontal lines. 

Single purple or blue for guide lines should take the place 
of every fifth horizontal faint, if the form is wide enough to 
require guide lines. 

Four-line fancy rulings should be used as boundaries at 
the top and bottom of a form, forming part of the four-line 
border referred to under perpendicular lines. The footings 
should be placed on the bottom four-line fancy. 

A single red line should be ruled above the four-line fancy 
to denote that the figures between it and the four-line fancy 
are footings. 

A single purple or blue line should be used to divide head- 
ings from subheadings. 

A three-line fancy ruling should come under headings, 
about one-half inch below the four line fancy. 

Double red lines drawn underneath amounts indicate that 
they are footings. 

Single red lines drawn underneath amounts are a signal 
for striking footings. 

Single red lines should be ruled directly over the space to 
be occupied by the footings, and double red lines should be 
ruled directly under the footings, except when the footings 
are placed on the four-line fancy at the bottom of a form. 

Footings of the debit and credit side of a ledger account 
should always be on a line with one another. The same 
principle holds in the case of statements having two footings 
which are equal in amount. Obviously, if the footings are 
to be on a line with one another the ruled lines must also be 
in line with one another. 



Chapter VIII 
MISCELLANEOUS DEFINITIONS 

§91. Accounting. 

Accounting is a general term which comprehends book- 
keeping, auditing, system building, etc., just as mathematics 
is a general term embracing arithmetic, algebra, geometry, 
trigonometry, etc. The term is used by many writers and 
accountants of prominence as synonymous with bookkeep- 
ing. This use is incorrect. 

§92. Bookkeepers, Auditors and Accountants. 

The popular conception of the meaning attaching to the 
terms bookkeeper, auditor and accountant is vague. A busi- 
ness man calls a person who keeps his books the "book- 
keeper," and that is correct; but sometimes the same per- 
sonage is dubbed "our accountant" or "auditor" and then 
the use of the term is usually far from correct. 

In the most general sense an accountant (earlier form "ac- 
comptant") is a person skilled in accounts. Used thus the 
term is synonymous with bookkeeper. When, however, the 
terms bookkeeper, auditor and accountant are used with pre- 
cision, there is a marked difference in meaning, based upon 
the degree of skill employed. 

§93. Bookkeepers. 

A bookkeeper is a person who possesses a thorough knowl- 
edge of the principles of double entry bookkeeping, office 
routine, and kindred commercial subjects, and is capable of 
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conducting properly a set of books for any business, after 
becoming familiar with the workings of the system in use. 

§94. Auditors. 

An auditor is a bookkeeper who, in addition to the usual 
bookkeeping knowledge, has acquired a thorough knowledge 
of auditing in theory and practice, and who is capable of 
conducting special investigations of accounting records of 
every nature. He requires a much more elaborate academic 
and commercial education than a bookkeeper, and must be 
very practical and thorough in whatever he undertakes. He 
must be able to compile a report setting forth the results of 
his examinations and his comments thereon in clear and 
proper form. 

The most successful auditors possess unusual foresight, 
very keen comprehension, and are capable of exercising a 
high degree of diplomacy when necessary. 

Until a person has acquired the qualifications of an 
auditor, he is merely a bookkeeper or junior, serving his ap- 
prenticeship. 

§95. Accountants. 

An accountant is an auditor who is skilled as a designer 
of accounting systems, well versed in business organization 
and administration, and capable of devising and installing 
a system of accounts that exactly meets the requirements of 
a particular business, whether it be a bank, a mercantile or 
manufacturing establishment, or some other form of in- 
dustrial enterprise. 

A designer of accounting systems to be thoroughly suc- 
cessful must be familiar with auditing requirements, else how 
can he design a system capable of being readily audited? 
The auditor fully understands what a system of accounts 
should reflect, but he need not necessarily be a systematizer 
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in order to be a competent auditor. The systematizer must, 
however, be a practical auditor. This is more clearly under- 
stood when one considers that the system the accountant de- 
signs is a vehicle for conveying to the management, through 
the auditor, in the most economical and practical manner 
possible, the exact results of the business, properly classified, 
and the condition of affairs at the close of each month, quar- 
ter or half-year, as the case may be. 

The accountant must therefore be a bookkeeper, an auditor, 
and a designer of accounting systems. 

There are comparatively few accountants, as such, in this 
country. The requirements are great, calling for a number 
of inherent qualities, such as an inventive mind, power of 
concentration, adaptability to practical conditions, an ability 
for clear and logical expression, diplomacy, dignity, etc. 

The work of the bookkeeper is largely routine. The work 
of the auditor is inspective and critical. The work of the 
accountant may embody the work of both the bookkeeper 
and the auditor, but in addition it is largely creative. 

§96. Working Capital. 

Working capital is the excess of quick assets over quick 
liabilities. A special working capital may be provided by 
means of an issue of bonds for that purpose, by notes dis- 
counted, by special assessments of stockholders, by the sale 
of treasury stock donated to the treasury for that purpose, 
etc. 

§97. Capital Outlay. 

This term represents an outlay chargeable to some fixed 
asset account, such as additions or improvements to land, 
buildings, machinery, railroad equipment or roadbed, altera- 
tions to store when it results in a betterment, increase in 
stable equipment, etc. 
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§98. Capital Income* 

Capital income, or capital receipts as it is often termed, with 
respect to mercantile and manufacturing concerns, includes 
the income derived from securities owned, and outside invest- 
ments. It also includes cash discounts allowed by creditors, 
interest received on overdue accounts, and notes receivable. 
All such items should be shown on a profit and loss statement 
after the "net result from operations" is reached. 

It is desirable to make a distinction between capital income 
and capital receipts. The former term should include all in- 
come realized or accrued on the investment of that part of the 
capital which is invested in assets that are not employed by 
the business in its regular operations. The latter term should 
include all moneys, or the equivalent in value, received from 
stockholders in payment for capital stock ; cash received from 
the sale of bonds that are issued for the purpose of securing 
additional working capital; cash, or the equivalent in value, 
received from the sale of fixed assets; cash received in pay- 
ment of securities sold; and cash borrowed on notes payable, 
mortgages payable, etc. 

§99. Capital Expenses. 

In this are included interest on funded debts and long 
time obligations ; e. g., interest on mortgage bonds, debenture 
bonds, construction notes, income bonds, etc. The term 
should also include interest paid on notes discounted, cash 
discounts allowed to customers, and any other expense in- 
curred in securing money, either on the credit of the com- 
pany, or on accounts before they are due from customers. 
Capital expenses should not be classed among the operating 
expenses of a mercantile or manufacturing business but 
rather be charged against the net results from operations. 

§xoo. Statement of Receipts and Disbursements. 
This statement includes only the actual cash received and 
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disbursed during a given period of time. Such statements 
are commonly found in the reports of clubs, societies, 
churches, etc. (See Part IV, Financial Statements.) 

§101. Statement of Income and Expenditure. 

This statement differs entirely from a statement of re- 
ceipts and disbursements, inasmuch as it includes all income 
and expenses for a given period, whether actually received 
and disbursed^ or merely accrued and incurred. A statement 
of cash receipts and disbursements includes all cash received 
and disbursed for whatever purpose, and includes both cap- 
ital receipts and revenue receipts, and capital outlay and 
operating expenses. 

A statement of income and expenditure is a profit and loss 
statement, usually designated a "Statement of Income and 
Expenditure" when made for a club, society, church, etc. 
Expenditure means all expenses incurred, whether paid, due 
and not paid, or accrued and not due, and shotdd not be con- 
fused with disbursements. 



Chapter IX 
SOME BOOKKEEPING SYNONYMS 

§102. Equivalent Terms. 

The following bookkeeping terms are equivalent, the term 
used most commonly in business being given in the first 
colunyi. Some of the terms of the second column are not 
correctly used, but are included because the incorrect use is 
common. 



§103. Assets and Liabilities. 

Asset. 

Fixed Assets. 

Floating Assets. 



Balance Sheet. 



Continental form of Balance 
Sheet. 

§104. Profit and Loss. 

Gross Profit. 

Profit and Loss. 

Profit and Loss Credits. 

Profit and Loss Charges. 



Resource. 

Permanent Assets ; Passive 
Assets; Capital Assets. 

Quick Assets; Active As- 
sets; Current Assets; Circulat- 
ing Assets; Liquid Assets. 

Statement of Conditi o n ; 
Statement of Affairs; State- 
ment of Assets and Liabilities. 

American form of Balance 
Sheet. 



Gross Income; Gross Rev- 
enue; Gross Earnings. 

Loss and Gain. 

Gross Income ; Revenue Re- 
ceipts; Gross Profits. 

Revenue Charges; Revenue 
Expenditure ; Expen d i t u r e ; 
Expenses. 
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Profit and Loss Accounts. 
Profit and Loss Statement. 



Nominal Accounts. 

Income Account ; Revenue 
Account; Income and Profit 
and Loss Statement; Business 
Statement. 



§105. CapitaL Capital Stock. 

Capital Account ( Partner- 
ship). 

Capital Stock (Corpora- 
tion). 

Capital Income 

Capital Expenses. 

Capital Outlay. 



Net Worth. 

§ 106. Manufacturing. 

Productive Labor. 
Non-Productive Labor. 
Finished Products. 

Manufacturing Expenses. 



§107. Inventory. 

Inventory. 

Stock Record. 



Investment Account. 

Stock Account. 

Capital Receipts. 

Capital Expenditure; Fixed 
Charges. 

Capital Charges ; Capital 
Expenditure ; Capital Pay- 
ments. 

Capital. 



Direct Labor. 

Indirect Labor. 

Manufactured Goods; Fin- 
ished Goods. 

Overhead Expenses ; Shop 
Expenses ; Factory Expenses ; 
Indirect Expenses; Shop Bur- 
den. 

Stock ; Merchandise Inven- 
tory. 

Perpetual Inventory; Inven- 
tory Ledger; Going Inventory. 



§108. Controlling and Subsidiary Accounts. 

Controlling Account. Summary Account. 

Subsidiary Ledger. Side Ledger; Auxiliary 

Ledgei*; Controlling Ledger. 
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§iog. Notes. 

Notes Receivable. 
Notes Payable. 

§ I ID. Miscellaneous. 
Customers' Accounts. 

Fiscal Period. 

Book Value. 



Bills Receivable. 
Bills Payable. 



Trade Debtors ; Personal 
Accounts Receivable. 

Bookkeeping Period; Finan- 
cial Period. 

Company's Valuation. 
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Chapter X 



CLASSIFICATION, ITS IMPORTANCE AND TREAT- 

MENT 

§111. Importance of Classification. 

Classification is the most important feature of bookkeep- 
ing. In fact, aside from purely technical details, there is but 
little else to bookkeeping. If a person knows what accounts 
to employ in order to assemble bookkeeping results to the 
best advantage, and knows the functions of these accounts, 
he lacks only a knowledge of bookkeeping routine and the 
arrangement and uses of the different forms to complete his 
working knowledge of the art. He will find but little diffi- 
culty in learning the uses of the many rulings found in books 
of original entry and records of summarization and the 
tnodtis operandi of entering transactions therein. 

§112. Treatment of Classification. 

The science of classification is developed in the following 
chapters by defining the functions and balances of all the 
ledger accounts common to both mercantile and manufactur- 
ing businesses, and of those accounts peculiar to manufac- 
turing business; and, where it seemed necessary, by a brief 
discussion of any special features of the various accotmts. 

The ledger accounts presented are arranged in a general 
way according to their relations one to another. Chapters 
X to XXII inclusive of Part II are devoted to ledger ac- 
counts common to mercantile and manufacturing businesses. 
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The remaining chapters of Part II are confined to a dis- 
cussion of those accounts peculiar to manufacturing busi- 
nesses, — ^the accounts which are more particularly considered 
in the discussions of factory costs found in Part III of the 
present volume. Classifications of the accounts of other lines 
of business will be found in Part VI. 



§113. Ledger Accounts of Mercantile 

The following classification of the accounts of a mercan- 
tile business shows these accounts in the order in which they 
will ordinarily appear upon the ledger — this arrangement con- 
forming to the arrangement of the accounts upon the balance 
sheet and the profit and loss statement. If any other ar- 
rangement of accounts is followed in making up these state- 
ments, the ledger arrangement of accounts should be corre- 
spondingly modified, the form of the balance sheet and the 
profit and loss statement fixing the order of the ledger ac- 
counts. (See §45.) 

Analyses of these accounts showing their functions and 
characteristic debits and credits will be found in Chapters 
XI and XXII inclusive. 

Classification of Mercantile Accounts. 

Fixed Assets : 
Land. 
Building. 

Reserve for Depreciation of Building. 
Stable Equipment. 

Reserve for Depreciation of Stable Equipment. 
Store Fixtures. 

Reserve for Depreciation of Store Fixtures. 
Interior Alterations. 
Office Equipment. 

Reserve for Depreciation of Office Equipment. 
Good Will. 
Sinking Fund. 
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Floating Assets: 
Cash in Banks. 
Imprest Fund. 

Accounts Receivable (trade debtors). 
Reserve for Bad Accounts. 
Installment Contracts. 
Reserve for Loss on Cancelled Sales. 
Notes Receivable. 
Inventory. 
Purchases. 
Consignments. 
Securities Owned. 
Mortgages Receivable. 
Subscriptions to Stock. 
Treasury Stock. 

Deferred Charges to Profit and Loss : 
Organization Expenses. 
Insurance Premiums Prepaid. 
Advertising Prepaid. 
Interest Prepaid. 

Bond Premium Apportionment Account. 
Office Supplies; Stable Supplies. 

Fixed Liabilities: 
Bonds. 
Mortgages Payable. 

Floating Liabilities : 
Notes Payable. 

Accounts Payable (trade creditors). 
Agents' Accounts. 
Pay Roll (wages accrued). 
Accrued Taxes. 
Accrued Interest on Bonds. 
Accrued Interest on Mortgages Payable. 
Accrued Interest on Notes Payable. 
Subscribed Stock. 
Stock Donated to Treasury. 
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Reserves: 
Reserve for Sinking Fund. 
Reserve for Discounts. 

Net Worth : 
Capital Stock — Common. 
Capital Stock — Preferred. 
Surplus. 
Profit and Loss 

or 
Partners' Capital Accounts 

or 
Individual Owner's Capital Account. 

Revenue: 
Sales. 
Miscellaneous Income. 

Expense Accounts : 
Selling Expenses : 
Salesmen's Salaries. 
Traveling Expenses. 
Agents' Commissions. 
Credit-man's Salary. 
Clerk Hire (selling department). 
Advertising. 

Postage (used in selling and advertising departments). 
Office Supplies (used in selling and advertising departments). 
Freight and Hauling Outward. 
Shipping Department Expenses. 
Incidentals. 

General Administrative Expenses: 
Officers' Salaries. 
Officers' Expenses. 
Directors' Fees. 

Office Help (exclusive of shipping, advertising, and selling). 
Office Supplies Used. 
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Expense Accounts — Continued: 
General Administrative Expenses — Continued: 
Depreciation on Office Equipment. 
Insurance on Office Equipment. 
Repairs to Office Equipment. 
Rent (or Maintenance of Real Estate, if property is owned 

by the business). 
General Postage. 

Telephone and Telegrams. (Sometimes these charges can 
be divided between Selling Expenses and General Ad- 
ministrative Expenses.) 
Legal Expense. 
Ice and Water. 
Incidentals. 
Interest. 
Discount. 
Loss on Bad Accounts. 

Dividend Accounts: 

Income from Securities Owned. 
Statistical Accounts : 
Trading Account. 
Stable Expenses: 

Drivers' Wages. 

Stable Supplies. 

Oats, Hay, Straw, etc. 

Repairs to Stable Equipment. 

Insurance on Stable Equipment. 

Depreciation on Stable Equipment. 

Incidentals. 
Freight and Hauling Inward : 

Proportion of Stable Expenses. 

Freight Inward (unless it is charged direct to Raw Mate- 
rials account). 
Goods Returned by Customers. 

§114. Lredger Accounts of Manufacturing Businesses. 
The following classification of the ledger accounts of a 
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manufacturing business shows the order in which these ac- 
counts will ordinarily appear in the ledger, the arrangement 
conforming to and being governed by the arrangement of 
the accounts upon the balance sheet and the profit and loss 
statement. (See §45.) 

Analyses of these accounts showing their functions and 
their respective debits and credits will be found in Chapters 
XI and XXV inclusive. 

The subheadings given under "General Administrative Ex- 
penses," "Selling Expenses," and "Manufacturing Expenses," 
in the classification here shown, represent in detail the kind 
of expenses chargeable to these general accounts. These three 
controlling accounts should be kept in the general ledger, 
while the detailed expense accounts should be kept in an ex- 
pense ledger, or better, an analysis of expenses book. Of 
course they can, and quite often are, kept in the general ledger, 
but that makes the number of general ledger accounts too 
large, and multiplies very much the work of posting to and 
taking off a trial balance from the general ledger. 

Classification of Manufacturing Accounts. 

Permanent Assets: 
Land. 
Buildings. 

Reserve for Depreciation of Buildings. 
Machinery and Equipment. 

Reserve for Depreciation of Machinery and Equipment. 
Small Tools. 
Patterns and Drawings. 
Stable Equipment. 

Reserve for Depreciation of Stable Equipment. 
Office Equipment. 

Reserve for Depreciation of Office Equipment. 
Patent Rights. 
Good Will. 
Sinking Fund. 
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Current Assets : 
Cash in Banks. 
Imprest Cash Fund. 
Salesmen's Expense Funds. 
Accounts Receivable (customers' accounts). 
Reserve for Bad Accounts. 
Notes Receivable. 
Finished Goods. 

Manufacturing (goods in process). 
Raw Materials. 
Factory Supplies. 
Consignments. 
Securities Owned. 
Subscriptions to Stock. 
Treasury Stock. 

Deferred Charges to Profit and Loss : 
Development Expenses. 
Office Supplies; Stable Supplies. 
Interest Prepaid. 
Advertising Prepaid. 
Insurance Premiums Prepaid. 
Organization Expenses. 
Bond Discount and Expenses. ^ 

Permanent Liabilities : 
Mortgages Payable. 
Bonds. 

Current Liabilities : 
Accounts Payable. 
Notes Payable. 

Accrued Interest on Mortgages Payable. 
Accrued Interest on Bonds. 
Accrued Interest on Notes Payable. 
Accrued Taxes. 

Pay Roll (wages accrued but not due). 
Agents' Commissions — ^Unearned, 
Agents' Commissions — Earned. 
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Current Liabilities — Continued: 
Subscribed Stock. 
Stock Donated to Treasury. 

Reserves: 
Reserve for Sinking Fund. 
Reserve for Discounts. 
Bond Premium Reserve Account. 

Net Worth : 
Capital Stock — Common. 
Capital Stock — Preferred. 
Surplus. 
Profit and Loss. 

Revenue Accounts : 
Sales. 

Sales of By-Products. 
Miscellaneous Income. 

Expense Accounts : 
Selling Expenses : 
Salesmen's Salaries. 
Travelling Expenses. 
Agents' Commissions. 
Credit-man's Salary. 
Clerk Hire (selling department). 
Advertising. 

Postage (used in selling and advertising departments). 
Office Supplies (used in selling and advertising departments). 
Freight and Hauling Outward. 
Shipping Department Expenses. 
Incidentals. 

General Administrative Expenses: 
Officers' Salaries. 
Officers' Expenses, 
Directors' Fees, 
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Expense Accounts — Continued: 

General Administrative Expenses — Continued: 

Office Help (exclusive of shipping, advertising, and selling). 

Office Supplies Used. 

Depreciation on Office Equipment. 

Insurance on Office Equipment. 

Repairs to Office Equipment. 

Proportion of Rent (or of Net Maintenance of Real Estate, 
if property is owned by the business). 

General Postage. 

Telephone and Telegrams. (Sometimes these charges can 
be divided between Selling Expenses and General Ad- 
ministrative Expenses.) 

Legal Expense. 

Ice and Water. 

Charge for Extinguishment of Patents. 

Incidentals. 
Interest. 
Discount. 
Loss on Bad Accounts. 

Dividend Accounts: 

Income from Securities Owned. ' 

Statistical Accounts : 
Productive Labor. 
Manufacturing Expenses : 
Non-Productive Labor. 
Factory Clerk Hire. 
Lost Time. 

Depreciation of Machinery and Equipment. 
Repairs to Machinery and Equipment. 
Insurance on Machinery and Equipment. 
Factory Supplies Used. 
Superintendent and Foremen's Salaries. 
Small Tools (worn out and lost during current period). 
Drawings and Patterns (discarded or worn out during cur- 
rent period). 
Royalties. on Leased Machinery. 
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Statistical Accounts — Continued: 
Manufacturing Expenses — Continued: 
Heating and Lighting: 

Wages of Engineer and Fireman. 

Fuel Used. 

Gas Consumed. 

Electric Current Used. 

Engine Room Supplies. 

Incidentals. 
Net Maintenance of Real Estate: 

Depreciation on Buildings. 

Repairs to Buildings. 

Insurance on Buildings. 

Taxes on Buildings. 

Care of Grounds. 
Less: 
Income from Renting Workmen's Cottages, etc. 

Stable Expenses: 
Drivers' Wages. 
Stable Supplies. 
Oats, Hay, Straw, etc. 
Repairs to Stable Equipment. 
Insurance on Stable Equipment. 
Depreciation on Stable Equipment. 
Incidentals. 

Freight and Hauling Inward: 
Proportion of Stable Expenses. 

Freight Inward (unless it is charged direct to Raw Materials 
account). 



Chapter XI 



CASH ACCOUNT, THE IMPREST FUND, AND THE 

CASH BOOK 

§115. Cash Account, 

CASH IN BANKS 



Debit : 

With aggregate balance in 
banks as per check stubs at 
the time of opening this ledger, 
plus all cash on hand. 

At the close of each month 
with all moneys received dur- 
ing the month. (This in- 
cludes currency, checks, money 
orders, etc.) 



Credit : 

At the close of each month 
with the total amount of 
moneys disbursed by checks. 



Balance at the close of each month should agree with the 
SLggrtgaite balance in banks as per check stubs, plus cash on 
hand exclusive of the petty cash fund. Postings to the cash 
account are from cash book footings. 

The practice advocated by some works on bookkeeping, 
and carried out by many bookkeepers, of eliminating the 
cash account from the ledger and permitting the cash book to 
fulfill its functions, is not justified by modern bookkeeping 
practice — which requires a general ledger account for every 
item necessary to a correct trial balance. When a general 
ledger does not contain a cash account, a complete trial bal- 
ance cannot be compiled from it, and this is an objection even 
though the missing figures can be obtained from the cash book. 

A cash account, if kept as described above, enables one 

95 



96 THE SCIENCE OF CLASSIFICATION 

to see at a glance the total receipts and disbursements for 
each month, and to make such comparisons as may be de- 
sired. Without such an account it would require consider- 
able time to compile from the cash book a schedule of monthly 
receipts and disbursements for a year or more. 

§ii6. Imprest Fund. 

IMPREST FUND 



Debit : 


Credit : 


With amount of fund cre- 


If the fund be decreased, 


ated to meet currency dis- 


with the amount of such de- 


bursements. 


crease. 


If the fund is to be in- 




creased, with the amount of 




such increase. 





Balance should always represent the amount of the im- 
prest fund. 

The account should not be debited or credited after the 
fund is established and the proper amount debited to this ac- 
count, except when the fund is either increased or diminished. 

The contents of the imprest fund drawer should always 
agree, in cash, or cash and vouchers, with the amount of 
the fund as shown by Imprest Fund account. 

In every business all cash receipts should be deposited, and 
all disbursements should be made by check except those that 
must be paid in currency, for which an imprest fund should 
be created. Such disbursements are frequently referred to 
as petty cash disbursements, and the fund is often called a 
petty cash fund. The imprest, or ready money fund, should 
be used only for small items of disbursement, and then only 
when a check is not practicable or not acceptable to the payee. 
The pay roll should never be paid from this fund, but in- 
stead a check for the exact amount of the pay roll should be 
drawn and cashed, and the amount charged to Pay Roll ac- 
count (See §208.) 
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The first step in establishing the imprest fund is to draw 
a check adequate to meet the demands upon the drawer for, 
let us say, one month. This check should be converted into 
currency and this currency be placed in a drawer or other 
receptacle to be used for the imprest fund only. The 
amount of the check should be charged to Imprest Fund ac- 
cotmt (See §ii6») 

Each currency disbursement from the imprest fund should 
be supported by a voucher, and be recorded in the petty cash 
book. At the clpse of each month, or when the fund re- 
quires replenishing, a check should be drawn for an amount 
equal to the disbursements and converted into cturrency. This 
will bring the fund up to the original amount. Whenever 
the fund is replenished an entry should be made charging 
the proper accounts as shown by a summarized analysis of 
the disbursements, made up from the petty cash book. The 
vouchers shotdd be filed numerically, according to the 
months. 

§117. The Cash Book. 

The cash book is a journal devoted exclusively to cash re- 
ceipts and disbursements. In business it is quite customary 
to keep one book for cash receipts and another for disburse- 
ments. This enables a clerk to be posting from the cash 
receipts book in the afternoon, when it is less active, while 
the cashier is perhaps writing up the disbursements in the 
other book. 

In most businesses, the cash receipts far exceed in number 
of items, the cash disbursements, so that if but one book is 
used for all cash transactions there is much wasted space 
on the disbursements side. It is very seldom that the cash 
receipts and cash disbursements are nearly equal in number 
of items. Another reason for keeping separate books for 
cash receipts and cash disbursements, is found in the fact 
that the number of columns required for properly recording 
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the cash receipts is often entirely different from the number 
required for the disbursements. Thus a page for cash re- 
ceipts may be quite different in width from a page for cash 
disbursements. 

Most of our commercial school text books teach the same 
old cash book that was used one hundred years ago, and it 
was bad then. The student is taught to use the outside col- 
umn on the debit side for the balance of cash at the begin- 
ning of the month, and for the total amount of the debit 
items at the close of the month. The outside column on the 
credit side is used only at the close of a month for the total 
amount of credit items, and the balance at the end of the 
month. The very thought of wasting a column on either 
side for such purposes should have prompted our writers on 
bookkeeping to eradicate such useless practice long ago. 

The two following forms illustrate the cash book as taught 
in this country by many commercial school text books. 
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On the debit side of the cash book designated by (a), are 
supposed to be entered the cash receipts, but the receipts, in- 
stead of representing the truth, are inflated when a discount 
is allowed to a customer, or a note is discounted, to the extent 
of the discount allowed or the interest prepaid ; then the dis- 
bursements are correspondingly inflated by entering on the 
credit side items that are not payments but merely offsets to 
inflated debits. 



§ii8. The Simplest Form of Modern Cash Book. 

The two forms which follow illustrate the simplest form 
of cash book that conforms to the ideas of our modem ac- 
countants. 
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Those responsible for the management of a business want 
to know from time to time the actual cash receipts and cash 
disbursements. A comparative statement of monthly re- 
ceipts and disbursements is always disclosed by the cash ac- 
count of a cash book kept according to the principles used 
in illustrations (c) and (d), but if a statement of cash re- 
ceipts and disbursements were compiled by taking the receipts 
and disbursements from a cash book kept according to the 
principles employed in illustrations (a) and (b), it would 
be entirely incorrect. In other words, the majority of our 
commercial students are taught to keep a cash book that does 
not disclose the truth from a statistical standpoint. By 
"hawing" and "geeing," they finally get a result, — ^the bal- 
ance of cash on hand and in bank, but in working to this re- 
sult the statistical function of the cash book is disregarded. 

Two columns for deductions may be maintained on the 
debit side of the cash book — one for discounts and another 
for interest — but this is seldom necessary. The items of 
discount (cash discount) usually occur much more fre- 
quently than interest, so that the column for deductions may 
be headed "Discount" In case a note is discounted the in- 
terest deducted may be entered in the "Discount" column 
in red ink, or in black ink with the abbreviation "Int." writ- 
ten at the side of the amount. At the close of the month, 
the footing of the "Discount" column should be analyzed, 
and the amount of interest items and discount items shown 
separately in the place where the single footing would appear 
if there were no interest items. The two totals should then 
be posted separately to the debit of their respective ledger 
accoimts. 

The "Discount" column on the credit side may also serve 
two purposes, as per illustration (d). . 

As will be seen, by examining illustrations (c) and (d), 
the sum of the deduction column and the net column equals 
the sum of the "Sundries" column. The footing of the 
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"Net Receipts" column, at the close of each month, should 
be debited to the Cash account, the footing of the "Dis- 
count" column is analyzed and posted to the debit of Dis- 
count account, and Interest account, if both classes of items 
are included therein, otherwise the total is debited to Dis- 
count account. The items in the "Sundries" column are 
separately posted to the credit side of the proper ledger ac- 
counts. The footing of the "Net Disbursements" column, 
at the close of each month, should be credited to Cash acr 
count. The footing of the "Discount" column on the credit 
side is credited to Discount account, unless there are items 
of interest included therein; in which case the total amount 
of interest items should be credited to Interest account, . and • 
the total amount of discount items to the credit side of the . 
Discount account. The items in the "Sundries" column on 
the credit side should be debited to the proper general ledger 
accounts. 

All moneys entered in the "Net Receipts" column should 
be deposited, and all items entered in the "Net Disburse- 
ments" column should represent checks issued, excepting a 
monthly charge for bank collection on checks. This plan 
is made possible by means of establishing and maintaining 
an imprest cash fund. (See §ii6.) 

§119. Unnecessary or Defective Cash Book Entries. 

A supposedly modem text book on bookkeeping, follow- 
ing a system used in a particular business, shows a cash book 
with columns on the debit side headed something like this : — 
"Accounts Receivable," "Discounts on A," "Discounts on ' 
B," "Cash Sales of Dept. A," "Cash Sales of Dept. B.," 
"Sundries," and "Net Receipts." In a modern system the 
cash sales would be entered in the sales book, causing Cash 
Sales account in the general ledger to be debited and the 
proper departmental sales accounts to be credited. This 
would make it necessary to have but one account in the cash 
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book headed "Cash Sales," instead of two as in the arrange- 
ment shown. 

As to discounts they are never divided between depart- 
ments. They are not a selling expense, nor a departmental 
expense, nor a "short circuit" on sales. They are a charge 
against the net profit from operations, and have no relation 
to departmental showings. Suppose a customer paid $1,000 
on account of a bill within the discount period, and was al- 
lowed a credit of say $1,030; in which of the two discount 
columns would the $30 be entered? 

And finally, a competent accountant would arrange the 
colimins in logical order; e. g,, "Accounts Receivable," 
"Sundries," "Cash Sales," (then a triple lineX "Discount," 
and "Net Receipts." The first three columns denote credits, 
and the remaining two denote debits. The sum total of the 
first three should always equal the sum total of the remain- 
ing two. 

The same text book illustrates by several transactions, the 
functions of the special columns in the cash book. Dis- 
counts (merchandise discounts) allowed to customers are 
consistently entered in the "Discount" column on the debit 
side, and discounts allowed by creditors are consistently en- 
tered in the "Discount" column on the credit side. Thus 
far the statistical value of the cash book is not impaired. 
Then, however, interest on notes discounted at the bank is 
entered on the credit side of the cash book as a disbursement, 
thus defeating the very object of a deduction column ("Dis- 
count") on the debit side. Such items of deductions should 
have been entered in the "Discount" column on the debit 
side, and marked "Int.," thus enabling the receipts to be 
reconciled with the deposits as per the bank pass book, and 
the disbursements to be compared with the checks issued. 



Chapter XII 



ACCOUNTS AND NOTES RECEIVABLE, AND THE 

RELATED RESERVES 

§iao. Accounts Receivable. 

ACCOUNTS RECEIVABLE 



Debit : 

At the close of each month 
with the total amount of sales 
charged to the customers' in- 
dividual accounts from the 
sales record. This debit 
should be the footing of the 
"Accounts Receivable" column 
of the sales book, and consti- 
tutes all charge sales made 
during a month. 

With any debit adjustments 
charged to the individual ac- 
counts of customers in the 
subsidiary ledger. 



Credit : 

At the close of each month 
with the total amount of items 
credited to the individual cus- 
tomer's accounts from the cash 
book. This credit should be 
the footing of the "Accounts 
Receivable" column on the 
cash receipts side of the cash 
book, and consists of all mon- 
eys received during the month 
from customers to apply on 
their accounts, plus the cash 
discounts allowed. 

At the close of each month 
with the total amount of re- 
turns by customers which 
have been credited to their in- 
dividual accounts in the cus- 
tomers' ledger. This amount 
may be the footing of the 
"Accounts Receivable" column 
in the returns and allowances 
book, or, if one is not kept, the 
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ACCOUNTS RECEIVABLE (ConHnued) 



Debit 



Credit : 

credits may come from the 

journal. 

With any other items prop- 
erly credited to the customers' 
accounts in the subsidiary 
ledger, including the writing 
off of bad accounts. 



Balance of this account is an asset, and should represent 
the aggregate amount due from customers. 



§121. Reserve for Bad Accounts. 

RESERVE FOR BAD ACCOUNTS 



Debit : 

With the balances 
counts found to be 
lectible. 



of ac- 
uncol- 



Credit : 

At the close of each month 
or fiscal period, depending on 
how often profits are ascer- 
tained, with the proper pro- 
portion of the amount which 
it is estimated will be lost dur- 
ing a year on bad accounts, 
(At this time debit Profit and 
Loss account.) 



The balance of this 
amount reserved from 
and should be shown 

« 

from the total amount 



r 



account should represent the available 
profits, ejither realized or prospective, 
on the balance sheet as a deduction 
due from customers, in order to show 
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the estimated realizable value to the business of customers' 
accounts. 

The amount to be set aside annually to cover the probable 
loss on bad accounts is usually based on the sales, and the 
percentage of loss is usually a matter of past experience. 
Sometimes the accounts are gone over careftdly at the close 
of each fiscal period by some one familiar with their condi- 
tion, and the balance of the reserve account is adjusted to 
agree with the aggregate amount of accounts considered 
doubtful of collection. 



§iaa. Cash Sales. 



CASH SALES 



Debit : 

At the close of each month 
with the total amount of cash 
sales as per the "Cash Sales" 
column in the sales book. 



Credit : 

At the close of each month 
with the total amount of cash 
sales as per the footing of the 
"Cash Sales" column in the 
cash book. 



It is not good bookkeeping to credit the Sales account 
(see §§135, 138) with the cash sales through the cash book. 
It is better to pass all sales through the sales book, entering 
the charge sales in a column headed "Accounts Receivable/' 
and the cash sales in a column headed "Cash Sales." The 
Sales account would then be credited with the total sales from 
the sales book. 

In a retail business the majority of sales are cash sales. 
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In such case, or in any business where there are a large num- 
ber of cash sales, the total cash sales for the day may be en- 
tered in one amount in the sales book (as suggested). This 
accomplishes the result outlined on the preceding page. 



§123. Instalment Contracts. 



INSTALMENT CONTRACTS 



Debit : 

At the close of each month 
with the total amount of in- 
stalment contracts closed. An 
instalment sale should not be 
brought on the books until the 
first payment is made. 

In the case of interest bear- 
ing contracts, the interest 
should be computed on the 
monthly balances and the total 
amount charged to this ac- 
count and credited to Interest 
on Instalment Contracts ac- 
count. Of course each indi- 
vidual contract account should 
be debited with its proper in- 
terest charge. 



Credit : 

With returns of goods by 
and allowances to instalment 
contract customers. 

At the close of each month 
with the total amount of cash 
received on account of instal- 
ment contracts. 

With balances of cancelled 
contracts. 



The balance of this account is an asset, and should repre- 
sent at the close of each month the total amount due on in- 
stalment contracts in force. The sum of the balances of the 
instalment contracts should agree with the balance of this 
account. 
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§124. Reserve for Loss on Cancelled Sales. 
RESERVE FOR LOSS ON CANCELLED SALES 



Debit : 

With the amount of loss 
sustained as a result of instal- 
ment contracts being can- 
celled. 



Credit: 

At the close of each fiscal 
period, or of each month, (de- 
pending on how often profits 
are ascertained), with the 
proper proportion of the 
amount it is estimated will be 
lost during a year as a result 
of instalment contracts being 
cancelled. 



The balance of this account should represent the available 
amotmt reserved from profits, either realized or prospective, 
for loss on cancelled contracts, and should be shown on the 
balance sheet as a deduction from the balance of the Instal- 
ment Contracts account, in order to show the estimated real- 
izable value of these contracts. 

This account should be used in the case of a business that 
sells its goods on the insalment plan under contracts calling 
for monthly payments; and in the case of a real estate de- 
velopment business that sells lots under instalment contracts 
calling for monthly payments. In some cases the instalment 
contracts bear interest which must be computed on the 
monthly balances. 

In the instalment business the profits for a fiscal period 
include all sales made in that period regardless of whether 
one or ten instalments have been paid on the contracts cov- 
ering the sales. 

An instalment contract may be cancelled by reason of de- 
fault in payments, or by the mutual assent of the contracting 
parties, or for many other reasons. The most common 
cause for cancelling instalment contracts is the default in 
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payments. When a contract is cancelled, goods are usually 
taken back. If they have to be sold as second-hand goods, 
the difference between the balance of the contract and the 
amount for which the goods are to be taken into stock, should 
be debited to Reserve for Loss on Cancelled Sales. The 
goods should always be taken into stock for an amount less 
than it is estimated they will bring when sold. 

If the goods are lost, or are worthless, the entire bal- 
ance of the account must be charged off to the Reserve for 
Loss on Cancelled Sales account. In the case of a real es- 
tate company, the lots taken back should be debited at their 
cost price to the account they were formerly credited to when 
sold. The net loss sustained from the cancellation should be 
transferred to Reserve for Loss on Cancelled Sales account. 



§125. Notes Receivable. 

NOTES RECEIVABLE 



Debit : 

With face value of notes of 
others when received. 



Credit : 

With face value of notes of 
others when paid, discounted, 
or otherwise disposed of. 



Balance represents the face value of the notes of others on 
hand. 

An account similar to Notes Receivable, known as "Mort- 
gages Receivable" or "Mortgages Owned," is frequently 
opened when mortgages of others are acquired in sufficient 
amount to justify a separate account with securities of this 
class. The account is debited with the principal sum of mort- 
gages receivable acquired and credited with the principal sum 
of mortgages receivable disposed of. The balance of this 
account is an asset and represents the face value (principal 
sum) of mortgages on hand. 

A mortgage on which interest is paid in the usual way. 
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semi-annually or annually, and the entire principal sum of 
which is due on a given date, may be called a '^straight mort- 
gage" as distinguished from an instalment mortgage. When 
a straight mortgage is acquired merely as an investment by an 
individual or concern not dealing regularly in mortgages, it 
is not worth while to open a Mortgages Receivable account, 
as the mortgage may be carried in Securities Owned account. 
In such case the interest received semi-annually should be 
credited to Income from Securities Owned. 



Chapter XIII 
THE INVENTORY 

§ X 26. Inventories. 

Inventories should always be valued at cost prices. If they 
are valued below cost prices, a secret reserve is the result. 
If they are valued above cost, surplus is inflated by reason of 
anticipating profits. 

It is not at all uncommon to find that prices on goods in- 
ventoried have increased materially since the goods were 
purchased, so that it would cost much more to replace them 
at the date of taking inventory than they originally cost. 
Notwithstanding this fact they should be inventoried at their 
cost prices. The prices of commodities fluctuate, and 
whether the market price is above, or below the cost price 
at the time of valuing the inventory, the actual cost prices 
should prevail. 

A balance sheet should exhibit the true condition of all 
assets, liabilities and the net worth of a business as at a given 
moment of time. The term "true condition," as used here, 
applies to a going business in contradistinction to a business 
in liquidation. It does not mean the true value in case of a 
forced liquidation, but the true value to a going business that 
will realize on its assets in the ordinary course of business 
routine. Since commodities on hand that were purchased 
for trading purposes are a conversion of other assets, it fol- 
lows that the difference is in the form of the assets, and not 
in their value. 

The profit from advantageous buying can materialize only 

no 



THE INVENTORY III 

when the goods bought have been disposed of. The fact 
that the market values of commodities purchased have in- 
creased, say ten per centum, at the date of taking the in- 
ventory is no proof that they will not decline to ten per 
centum below the cost prices by the time the commodities are 
disposed of. No one will deny that there is an advantage 
in owning goods that cost less than they can be replaced for 
at a particular moment of time, but that advantage can only 
be disclosed by making a comparison of the profits realized 
from the sales when they are actually effected, with what the 
profits would have been had these same commodities been 
purchased at some other cost prices. A profit results from 
disposing of a thing at a price in excess of its cost. A profit 
can not be realized from a purchase, but a realized profit is, 
of course, affected by the cost of the commodities disposed of. 

The above remarks refer to commodities on hand that are 
in the same condition as when purchased, and that are not 
"out-of-date." Goods on hand that are "out-of-date," 
"shop-worn," or otherwise depreciated in value, should be 
inventoried at cost, less a reasonable deduction for the de- 
preciation. 

The term "cost," when used in connection with inventories, 
should comprehend the invoice cost plus the cost of "laying 
down the goods" at their destination. The "laid-down" cost 
includes, in addition to the invoice cost, the cost of freight 
and hauling inward, and the cost of handling when that is 
considerable and ascertainable. 

§127. Freight Inward. 

Many businesses purchase goods f. o. b. shipping point, 
and also f. o. b. destination. The goods purchased f. o. b, 
shipping point are debited to the Purchases account (or Mer- 
chandise account, if the bookkeeper doesn't know any better) 
at the invoice cost. The freight inward is either debited to 
some profit and loss account, or to the account that is debited 
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with the invoice cost of the goods. The latter charge is cor- 
rect, provided the goods are inventoried at invoice cost plus 
the freight inward, but where the invoice cost is used exclusive 
of freight inward charges, the cost of freight inward may 
just as well be debited to a profit and loss account because 
it will find its way into the Profit and Loss account at the 
close of the fiscal period. This is a principle overlooked 
by many accotmtants. If, on goods purchased during a 
fiscal period, the freight inward charges amounted to $12,- 
000, and if one-fourth the goods purchased are on hand at 
the close of the period, then $3,000 — one- fourth of the 
$12,000 — should be included in the cost of the goods on 
hand; otherwise the profits will be unjustly diminished by 
that amount. 



§128. Hauling Inward. 

The item of hauling inward, and handling, too, if it 
amounts to enough to make it worth while to figure on, ap- 
plies to inventory valuations just the same as freight inward, 
but it is often necessary to use an arbitrary rate in arriving 
at the proper charge to cover these items of cost. Where 
the hauling is done by an outsider he can be required to ren- 
der a bill showing the hauling outward separate from the 
hauling inward. (Freight and hauling outward are selling 
expenses.) If all hauling is done by teams belonging to the 
business, the drivers may be required to hand in daily reports 
showing the time devoted to hauling inward, or the number 
of inward hauls made. From such reports the bookkeeping 
department can make an equitable division of the cost of 
maintaining the stable equipment, and wages of drivers. 
Where such reports can not be secured, some arbitrary basis 
must be established and the division of hauling inward 
charges be made as equitable as possible. 

An account headed Hauling Inward may be kept in the 
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general ledger next to the Purchases account, or the cost of 
hauling inward may be debited to Purchases account, in which 
case it should be designated by writing in the particulars col- 
umn the word "Hauling." All payments for freight inward 
may be debited to the Purchases account, in which case such 
debits should be designated by writing in the particulars col- 
umn the word "Freight," or they may be debited to the same 
account as charges for hauling inward, in which case the 
heading of the account should be "Freight and Hauling In- 
ward." 



§129. Freight and Hauling Inward (When a Going In- 
ventory is Maintained). 

When a going inventory is maintained, a separate account 
with Freight Inward is unnecessary, provided the cost and 
the price per unit included the freight inward. Otherwise, 
both the freight and hauling inward must be kept in an ac- 
count apart from the purchases. If either, or both of the 
freight and hauling inward items be kept in a separate ac- 
count, and are not included in the cost prices used in the go- 
ing inventory record, then a monthly entry must be made, 
debiting Sales account and crediting Freight and Hauling 
Inward account, or Purchases account, as the case may be, 
with the proportion of charges for freight and hauling in- 
ward that are applicable to the invoice cost of the goods sold. 
In the case of a manufacturing concern it is advisable to 
include the freight and hauling inward in the cost prices used 
in the stock record, but if this practice is not feasible, a 
monthly journal entry should be made, debiting Manufactur- 
ing Expenses account and crediting Freight and Hauling 
Inward account (or Hauling Inward account, as the case may 
be) with the proportion of the charges to the latter account 
that applies to raw materials and shop supplies used. 
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§130. Inventory Valuations (When a Going Inventory is 
Not Maintained). 

When a going inventory is not maintained, the inventory 
at the close of each fiscal period may, as already stated 
(§126), be valued at cost prices, using the most recent in- 
voices from which to ascertain the invoice cost prices. To 
the total invoice cost of the goods on hand should be added 
the proper amount to cover freight and hauling inward. This 
is arrived at by dividing the total amount of freight and 
hauling inward by the total amount of purchases, during the 
period under review. The quotient should represent the ratio 
of freight and hauling to purchases. Multiply the total cost 
of goods on hand by the ratio, and the product should rep- 
resent the proportion of freight and hauling inward appli- 
cable to goods on hand. 

If a bill covering goods purchased f. o. b. destination, 
shows that the freight is to be paid by the buyer and deducted 
from the bill, the full invoice price should be debited to Pur- 
chases or Raw Materials account, as the case may be, and 
"Freight Allowed Us*' account should be credited with the 
amount of freight allowed and deducted, and the creditor's 
account credited with the net amount. If the freight allow- 
ance is not known at the time of entering the purchase, the 
creditor's account may be credited with the gross amount, 
and debited with the freight when it is paid. There is no 
objection to handling all purchases where freight is to be 
paid and deducted according to the latter method. There is 
a danger, however, of omitting to debit the creditor's account 
with the freight when it is paid. 

In pricing the inventory with the invoice costs, it should 
be a fixed rule to use the invoice price per unit. Conse- 
quently, when freight is allowed for and deducted on the in- 
voice, the gross cost, which conforms to the price per unit, 
must be debited to the proper purchase account, and when 
the purchaser pays such items of freight it must not be deb- 



THE INVENTORY 



ti^ 



ited as freight inward, but rather as an offset against the 
amount credited to the creditor's account, or otherwise to 
such an account as "Freight Allowed Us." The only time 
that freight inward should be charged, as such, is in the case 
of goods purchased f. o. b. shipping point. 

§131. Inventory (When a Perpetual Inventory is Not Main- 
tained). 

INVENTORY 
(Used only when a perpetual inventory is not maintained.) 



Debit: 

At the beginning of a busi- 
ness if any goods are on hand, 
debit this account with their 
cost. 

At the close of each fiscal 
period, with the cost of sale- 
able merchandise on hand as 
per inventory. (At this time 
credit Trading account.) 



Credit: 

At the close of each fiscal 
period with the cost of sale- 
able merchandise on hand at 
the beginning of the current 
fiscal period. (At this time 
debit Trading account.) The 
inventory at the beginning of 
the current fiscal period is the 
amount that was debited to 
this account at the close of 
the previous fiscal period. 



The balance of this account should always represent the 
cost of saleable goods on hand as at the close of the previous 
fiscal period. 

§132. The Stock Record (Going Inventory). 

A cash book is a stock record, or going inventory of cash, 
because it shows all cash received, all cash disbursed, and the 
cash on hand and in the bank. Likewise a customers' ledger 
is a perpetual inventory of debts due the business by its cus- 
tomers. 

A business man would not for a moment consider a proposi- 
tion to dispense with his cash book and ascertain his cash 
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balance when necessary by an actual count of cash; yet this 
is what thousands of them do in connection with their mer- 
chandise, which is merely a conversion of cash, and usually 
amounts in value to much more than the cash on hand. 

It is now, however, becoming customary to maintain a 
stock record, which affords a going or perpetual inventory, 
both in quantities and prices, of all merchandise on hand. 
A stock record is not complete unless it deals with the quan- 
tity, price-per-unit, and cost of each commodity. Attempts 
to maintain a stock record, or going inventory, by keeping 
quantities only are bound to result in confusion and incor- 
rect results. 

The stock record is a ledger in which an account is kept 
with each kind of commodity dealt in. Each lot received is 
recorded on the debit side of the account, and the sales are 
recorded on the credit side. Since the debit and credits 
carry both quantity and cost, it follows that both the quantity 
and cost of commodities on hand can be ascertained by com- 
puting the balances of the "Quantity" and "Cost" columns. 

The stock record is subsidiary to the Purchases account in 
a mercantile concern. In a manufacturing concern a section 
of it may be subsidiary to the Raw Materials account, an- 
other section to the Factory Supplies account, another 
section to the Manufactured Parts account, and another 
section to the Finished Products account. In a furniture 
store there 'might be eight ledgers of five hundred pages each, 
sectionalized so as to conform to the several departmental ac- 
counts. The balances in the ledgers (in dollars and" cents) 
should be reconciled monthly with the controlling account, 
or accounts, in the general ledger. 

There are certain lines of business in which the keeping 
of a stock record would be impractical if not impossible; 
e. g., retail grocery business, retail liquor business, retail 
hardware business, wholesale novelty business, etc. Where 
this is the case, an accurate statement of assets and liabilities 
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can not be compiled from the books except after a physical 
inventory is made. Consequently the management must 
wait six months or a year in order to know the exact condi- 
tion of the business and the results from its operations. 

As opposed to this, where a stock record is feasible and is 
correctly kept, the management can ascertain at the close of 
each week or month, as they may elect, the condition of the 
assets and liabilities, and the results from the operations of 
the business. Ih practice it is usually not advisable to com- 
pile a balance sheet and a profit and loss statement more often 
than monthly. 

§133. Merchandise Account. 

MERCHANDISE ACCOUNT 



Debit: 

(a) With cost of mer- 
chandise purchased for trad- 
ing purposes. 

(b) With cost of freight 
inward on merchandise pur- 
chased and charged to this ac- 
count. 

(c) With the selling price 
of goods sold and subse- 
quently returned by custom- 
ers. 



Credit : 

(d) With sales. 

(e) With cost of goods 
purchased and subsequently 
returned by the business. 



No competent practitioner would keep a merchandise ac- 
count. He would keep, instead, an Inventory account. Pur- 
chases account. Sales account, and Trading account, or if a 
perpetual inventory were maintained he would keep a Pur- 
chases account and a Sales account. The account is shown 
here because it is so frequently presented in works on book- 
keeping. 

The balance of Merchandise account is absolutely mean- 
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ingless, provided any of the goods purchased are on hand. 
The totals of the debits and credits are equally meaningless 
from a statistical point of view. On the debit side, items (a) 
and (b) deal with cost prices, but item (c) deals with sell- 
ing prices. The credits are also a confusion of cost and 
selling prices. 

To ascertain from such an account the purchases and sales, 
requires that it be analyzed in detail. If an account must 
be analyzed in order to ascertain its component parts, it is a 
very badly kept account. Every account kept in a general 
ledger should show, at least at the close of each fiscal period, 
a balance that represents something definite. Thus every 
general ledger account should represent an asset, a liability, 
a revenue, or an expense, excepting negative accounts, capital 
(investment) accounts, and surplus account. 

Merchandise account, after the books are closed, shows by 
its balance that it is an asset, because the balance is then the 
inventory. To close the Merchandise account it is necessary 
to transfer the gross profit on sales from Merchandise ac- 
count to the Profit and Loss account. Thus the account is 
both a profit and loss, and a balance sheet account. This 
is most unscientific, and reflects the crude methods of years 
gone by, yet many text books still teach just such antiquated 
and unscientific methods. 



Chapter XIV 

PURCHASES, SALES AND TRADING ACCOUNTS* 

§134. Purchases Account (When a Perpetual Inventory is 
Not Maintained). 

PURCHASES 



Debit : 

With cost of all merchandise 
purchased for purposes of 
trading. 

With the cost of all freight 
inward on merchandise pur- 
chased for trading purposes. 



Credit : 

With cost of goods pur- 
chased and subsequently re- 
turned to parties from whom 
they were purchased. 

(At the close of each fiscal 
period the balance of this ac- 
count should be transferred to 
Trading account, and repre- 
sents the cost of net purchases 
during the period.) 



The balance of this account at any time, other than at the 
close of a fiscal period, represents the cost of purchases from 
the beginning of the current period. It is not an asset be- 
cause part of the goods purchased have been sold. If, by 
means of an inventory, the cost of goods on hand is ascer- 
tained and deducted from the inventory value of goods on 
hand at the beginning of the period, plus the purchases to 
date, the difference is the cost of goods sold. 

* See Appendix for a suggestive ▼ariation of the group of trading accounts illus- 
trated in this chapter. 
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§135- Sales Account (When a Perpetual Inventory is Not 
Maintained). 

SALES 



Debit : 

With the selling price of 
merchandise sold to customers 
and subsequently returned by 
them. (Allowances should 
not be charged to this account 
if frequent, but to an "Allow- 
ance on Sales'' account.) 

At the close of a fiscal pe- 
riod the balance of this ac- 
count should be transferred to 
Trading account. 



Credit : 

At the close of each month 
with the total sales for that 
month. 



The balance of this accoiuit should be a credit, and repre- 
sents the net sales from the beginning of the current fiscal 
period. The footing of the credit side should represent the 
gross sales, and the footing of the debit side should represent 
the selling price of goods taken back. 

By comparing the functions of this account with those of 
the Sales account when a perpetual inventory is maintained, 
it will be seen that the former account is capable of showing 
finer results. The reason for this is that all returns have to 
be debited to this account, and some returns may be goods 
that were sold within a previous fiscal period. If the cost 
of such goods could be ascertained, the proper charge to Sur- 
plus account for the profit previously taken could be made. 
Since a perpetual inventory is not maintained it is practically 
impossible to distinguish between such returns and those which 
apply to goods sold within the current fiscal period. As a 
result the gross sales may be unjustly diminished by reason of 
including in the returns the selling price of goods not in- 
cluded in these gross sales. 
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§136. Trading Account (When a Perpetual Inventory is 
Not Maintained). 

TRADING ACCOUNT 



Debit : 

With cost of all saleable 
merchandise on hand at the 
close of the previous fiscal pe- 
riod. (At this time credit In- 
ventory account.) 

At the close of each fiscal 
period with the balance of 
Purchases account, which 
should represent the net cost 
of merchandise purchased dur- 
ing the current period for trad- 
ing purposes. 

At the close of each fiscal 
period with its own balance, 
which should represent the 
gross profit on sales made dur- 
ing the current fiscal period. 
(At this time credit Profit and 
Loss account.) 



Credit : 

With cost of saleable goods 
on hand at the close of the 
current fiscal period, as per in- 
ventory. (At this time debit 
Inventory account.) 

At the close of each fiscal 
period with balance of Sales 
account, which should repre- 
sent the net sales during the 
current fiscal period. (At 
this time debit the Sales ac- 
count.) 



This account is a subdivision of the Profit and Loss ac- 
count, and is used only at the close of each fiscal period, 
when the books are closed. It is not used when a perpetual 
inventory is maintained, because the Sales account takes its 
place, reflecting at the close of the period the gross profit from 
sales. When a perpetual inventory is not maintained, the 
writer recommends its use in order that the Profit and Loss 
account may always be credited with the gross profit on 
sales, regardless of whether profits are ascertained monthly 
or only as often as a physical inventory is made. Without 
its use the Profit and Loss accotmt is made to show on either 
side items that are neither income nor expenditure, but in- 
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Stead are amounts employed in the arithmetical calculation nec- 
essary to arriving at the gross profit : viz., — the inventories at 
the beginning and end of the period, and purchases and sales 
during the period. These four elements have to be dealt 
with only when an inventory must be made in order to com- 
pute the cost of goods sold during a given period. They 
have their statistical value, but not as a part of the Profit 
and Loss account. 

The Trading account as described, shows how the gross 
profit on sales is arrived at, and the Profit and Loss account 
shows that gross profit and also the expenses of administering 
the business while the gross prcrfit was being produced. 

§137. Purchases Account (When a Perpetual Inventory is 
Maintained). 

PURCHASES 



Debit : 

With the cost of all mer- 
chandise purchased for trad- 
ing purposes. 

With the cost of all freight 
inward on merchandise pur- 
chased for trading purposes. 

At the close of each month 
with the total cost of goods re- 
turned by customers. (A t 
this time credit Goods Re- 
turned by Customers account.) 

If goods returned by cus- 
tomers are defective or dam- 
aged, it is advisable to charge 
them to Damaged Goods ac- 
count at an arbitrary value. 
Of course this arbitrary value 
should be less than the price 
for which they are to be sold. 



Credit : 

With the cost of goods pur- 
chased and subsequently re- 
turned to parties from whom 
they were purchased. 

With the cost of damaged 
or defective stock transferred 
to Damaged Goods account, 
or otherwise disposed of. 

At the close of each month 
with the cost of all goods sold. 
(At this time debit Sales ac- 
count.) 

(Allowances on goods pur- 
chased should be credited to 
"Allowance on Purchases" ac- 
count, and this account be 
closed into the Trading ac- 
count at end of each month.) 
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The balance of this account is an asset and, at the close of 
the month after entry of cost of goods sold, represents the 
cost of goods on hand. A trial balance compiled from the 
stock record (perpetual inventory) should agree with the 
balance of this account. 

To arrive at the gross cost of goods purchased during a 
fiscal period, it is necessary to deduct from the total of the 
debits of this account the balance at beginning of period, 
representing the cost of goods then on hand and also the cost 
of goods returned by customers. It is advisable to note 
which items are returns and which items are purchases, in 
the particulars column on the debit side of the Purchase ac- 
count. In this way it is very easy to analyze thfe debit side 
and arrive at the gross purchases during a given period of 
time. 



§138. Sales Account (When a Perpetual Inventory is Main- 
tained). 

SALES 



Debit : 

At the close of each month 
with the cost of goods sold 
during that month. (At this 
time credit Purchases ac- 
count.) 

At the close of each fiscal 
period with the balance of 
Goods Returned by Customers 
account. 

(At the close of each fiscal 
period the balance of this ac- 
count, representing the gross 
profit from sales, should be 
transferred to the Profit and 
Loss account.) 



Credit : 

At the close of each month 
with the total sales for that 
month. 
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The balance of this account at the close of each month 
represents the gross profit on sales. At the end of each fiscal 
period the account should be closed into the Profit and Loss 
account. Allowances to customers should not be debited to 
this account, but to a separate account, "Allowances on Sales," 
which is closed into the Trading account at the close of each 
month. 

When a profit and loss statement is compiled, it is usually 
advisable to show the gross sales, then the goods returned, 
and then the net sales. This information may be compiled 
from the ledger by taking the total of the credit side of the 
Sales account for the gross sales, the total of the debits of 
the Goods Returned by Customers account for the returns, 
the difference being the net sales. The merchandise cost of 
the net sales is arrived at by taking the footing of the debit 
side of the Sales account and subtracting the footing of the 
credit side of the Goods Returned by Customers account. 

The group of accounts consisting of Purchases, Sales, and 
Goods Returned by Customers, kept as shown, is ideal for 
statistical purposes as well as for presenting a clear set of rec- 
ords dealing specifically with the trading feature of a busi- 
ness. The statistical value of the Sales account is seriously 
interfered with if, as is sometimes done, returns of sales are 
debited to Sales account and the cost of those returned goods 
credited to the same account. The footing of either side of 
the Sales account, under such conditions, has no meaning. 
This difficulty is solved when the Goods Returned by Cus- 
tomers account is maintained. 

When goods sold during a previous period are returned 
during the current fiscal period, it is theoretically incorrect 
to record the return in Goods Returned by Customers ac- 
count, because it results in diminishing unjustly the sales of 
the current fiscal period. The only deduction from the gross 
sales should be the amount of sales made within a current 
fiscal period and returned within the same period. To de- 
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duct sales of a previous period returned within the current 
fiscal period is not showing the facts. The correct entry for 
sales made within a previous fiscal period and returned within 
a current fiscal period would be a debit to Surplus for the 
profit previously taken, a debit to Purchases of the cost of 
the goods returned, and a credit to Accounts Receivable. 

The student of accounting will appreciate the logic of this 
entry if he will stop to consider that the profit on the sale 
made within a previous period has already found its way into 
the Surplus account. This may be considered by some as too 
fine a point for practice, and the writer would not recommend 
that the principle be carried into effect unless the goods sold 
within a previous fiscal period and returned within the current 
fiscal period amount to enough to justify it. If, however, 
such returns amounted to more than $i,ooo within a fiscal 
period, then by all means a distinction should be made between 
such returns and those which represent goods sold within 
the same period in which they are returned, else the state- 
ment of the gross sales and the net sales will be incorrect 
enough to injure their statistical value. 

Frequently it is found desirable to keep sales accounts with 
different classes of commodities manufactured, or with dif- 
ferent departments. This requires that all sales be properly 
classified so that the different sales accounts may be properly 
credited at the close of each month. It also requires that the 
cost of all goods sold be debited to the proper sales accounts, 
in order to show the gross profit on sales with respect to 
each department or class of commodities, as the case may be. 

If a perpetual inventory of raw materials, finished goods, 
etc., is not kept, it becomes necessary to keep a Raw Ma- 
terials account (see §211), a Manufacturing account (see 
§212), and a Finished Goods account (see §213), with each 
department or class of commodities, as the case may be. 
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§139. Goods Returned by Customers (When a Perpetual 
Inventory is Maintained). 

GOODS RETURNED BY CUSTOMERS 
( Used only when a perpetual inventory is maintained. ) 



Debit : 

With the selling price of all 
goods sold and subsequently 
returned by customers. 



Credit : 

With the cost of all goods 
sold and subsequently returned 
by customers. 



The balance of this account at the close of a fiscal period 
should be transferred to the Sales account. 

The balance of this account at the close of a month repre- 
sents the loss on goods returned by customers. As stated 
before, the chief function of this account is to prevent the 
statistical value of the Sales account from being disturbed 
each month by reason of debiting and crediting it with the 
items entered on either side of this account. 

In order to keep this account absolutely correct, goods sold 
within a previous period and returned within the current fis- 
cal period should not be passed through it. As stated under 
the, heading "Sales," when such a return is recorded. Surplus 
account should be debited with the profit previously taken. 
Purchases account with the cost of the goods taken back, and 
Accounts Receivable be credited with the sum of the two 
debits. Where there is much of this class of returns, it is 
advisable to keep a special account for the purpose of re- 
cording the loss resulting therefrom. An appropriate title 
for such an account would be: "Loss on Returned Goods 
Sold within a Previous Period." The balance of this account 
would be transferred to Surplus at the close of a fiscal period. 
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EXPENSE ITEMS PAID IN ADVANCE 



§140. Developmental Expenses. 

DEVELOPMENTAL EXPENSES 



Debit : 

With the expenses incurred 
in conducting an advertising 
campaign, or with any other 
expenditure incurred in de- 
veloping a demand for an ar- 
ticle during the future years 
of the business, and which are 
not applicable to the regular 
operating or selling expenses 
of the business during the pe- 
riod in which they are in- 
curred. 



Credit : 

At the close of each month 
or fiscal period, as the case may 
be, depending on how often 
profits are ascertained, with 
such a proportion of the 
amount charged to this ac- 
count as the management may 
decide upon. (At this time 
debit the proper operating ex- 
pense account, which would 
probably be Selling Expenses.) 



Balance of this account is an asset, and represents a de- 
ferred charge to Profit and Loss account. 

If a trading concern spends large sums of money for a 
publicity campaign for the purpose of creating a demand for 
a particular commodity, it would be manifestly unfair to 
charge the total amount of the expenditure against the profits 
of the first year. Of course, if the business expects to ex- 
pend an equal amount each year, then it is quite a different 
matter, and the amount thus expended would be properly 
chargeable against the profits for the year. 

It is not uncommon for a business to spend enormous sums* 
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of money during the first years of business in order to create 
a demand for a certain thing which it has to sell, and dur- 
ing the following years to decrease the advertising, doing 
only enough to keep the name of its product before the pul>- 
lic. Such a case as this means that the expenditure for the 
first years should be capitalized and written off over a period 
of say five years, or such a number of years as the manage- 
ment may elect. The same principle would apply to a pub- 
lishing house that had expended large sums of money in pre- 
paring a book and advertising it, or to a manufacturing con- 
cern which had expended a large sum of money in develop- 
ing a certain article and creating a demand for its con- 
sumption. 

In case of advance advertising, the portion unused may 
be shown, if desired, in an Advertising Prepaid account, either 
by charging the cost of all advertising paid in advance to that 
account and then crediting the account at the close of each 
fiscal period with the portion used ; or by charging all adver- 
tising to Selling Expenses and then crediting that account 
and debiting Advertising Prepaid account at the close of each 
fiscal period with the unused portion. In the latter case the 
balance of Advertising Prepaid account may be closed into 
Selling Expenses at the beginning of each fiscal period. 



§141. Insurance Premiums Prepaid. 

INSURANCE PREMIUMS PREPAID 



Debit : 

With insurance 
prepaid. 



premiums 



Credit : 

With insurance premiums 
(at short rates) refunded by 
the insurance companies. 

At the close of each month, 
or fiscal period if monthly 
profits are not ascertainable, 
with proportion of premiums 
prepaid which are applicable 
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INSURANCE PREMIUMS PREPAID (Continued) 



Debit : 



Credit : 

to the month or period just 
ended, as the case may be. 
(At that time debit Mainte- 
nance of Real Estate account 
if the buildings are occupied 
by the business, or Income 
from Rentals if they are in- 
come properties. In the case 
of a manufacturing business 
such a part of the premiums 
periodically apportioned as ap- 
ply to the machinery and 
equipment, raw materisds, and 
goods in process should be 
debited to Manufacturing Ex- 
penses account, and such a 
part as apply to finished 
goods, office equipment, and 
stable equipment (if horses 
are used to haul outward only) 
should be debited to General 
Administrative Expenses ac- 
count.) 



Balance represents the cost of insurance premiums unex- 
pired. 

A record of each policy should be kept in a book provided 
for the purpose. This book is known as the Insurance Pol- 
icy Record. It should show the policy number, the name 
of the company, the date of policy, the date of expiration, 
the amount of insurance, the total premium, the property 
covered (buildings, machinery and equipment, raw materials 
and supplies, finished products, stable equipment, etc.), and 
the monthly premium. The object of this record is to provide 
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an index of all policies, the expiration date of each, and the 
proper monthly proportion of premiums which should be cred- 
ited to Insurance Premiums Prepaid account. 

It is necessary, in the case of mutual insurance, to estimate 
the cost of insurance according to past experience. An ad- 
justment should be made when annual settlements are made 
by the mutual insurance companies. 



§142. Office Supplies. 

OFFICE SUPPLIES 



Debit : 

With cost of office supplies 
purchased in such large quan- 
tities that some of them are 
sure to be on hand when the 
first profit and loss statement, 
following their purchase, is 
made up. 

With items of equipment 
too short-lived to be properly 
charged into the Office Equip- 
ment account; e. g., waste 
baskets, rubber stamps, pen 
holders, and other petty office 
appurtenances that one would 
not ordinarily include in an in- 
ventory of crffice furniture and 
fixtures. 



Credit : 

At the close of each month, 
or as often as profits are com- 
puted, with the cost of office 
supplies used. (At this time 
debit the proper expense ac- 
counts.) 



Balance of this account is an asset, and represents the cost 
of office supplies on hand, and unused. 

This account should be kept only when it is desired to carry 
as an asset the unused office supplies. In such a case they 
would, in all probability, be purchased in large quantities, 
and placed in charge of some particular clerk who would be 
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authorized • to issue them on requisitions approved by the 
proper authority. 

§143. Stable Supplies. 

STABLE SUPPLIES 



Debit : 

With the cost of hay, grain, 
straw, etc., purchased in large 
quantities. 



Credit: 

At the close of each month 
with the cost of hay, grain, 
straw, etc., used, as per the 
monthly report of the stable- 
man. 



Balance of this account should show the cost of stable sup- 
plies on hand. 

When monthly profits are arrived at, it is desirable to con- 
duct the account described above, provided the supplies are 
purchased in sufficiently large quantities to make it imprac- 
tical to charge all purchases to Stable Expenses. When 
profits are ascertained semi-annually or annually, as the case 
may be, it is advisable to debit all stable supplies purchased, 
to this account, and have an inventory made at the close of 
each fiscal period. The cost of the supplies on hand as per 
inventory should be deducted from the balance of the ac- 
count, and the diflference should be debited to Stable Ex- 
penses and credited to this account. 



Chapter XVI 

ACCOUNTS RELATING TO INTEREST AND 

DISCOUNT 



§144. Interest Account 



INTEREST 



Debit : 

With interest paid on notes 
discounted. 

With interest paid on notes 
or loans at date of maturity, 
or from time to time as the 
case may be. 

If an interest prepaid ac- 
count is kept this account 
should be debited at the close 
of each month, or fiscal period 
if monthly profits are not as- 
certainable, and Interest Pre- 
paid account credited with the 
proportion of interest paid in 
advance that is applicable to 
the month or fiscal period just 
ended. 



Credit : 

With interest on deposits. 

With interest on notes re- 
ceivable. 

(Balance should be trans- 
ferred to Profit and Loss ac- 
count at time of closing the 
books.) 



If a clearer idea of the scope of this account is gained 
thereby, it may be headed "Interest and Bank Discount." 

When the amount of notes discounted is sufficiently large 
(say $50,ocx) or more), the interest paid in advance should 
be charged to Interest Prepaid account. It is manifestly in- 
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correct to charge against the income of one month interest 
paid in advance for several months. If a business which has 
an average of $200,000 of sixty-day notes under discount 
should charge the interest prepaid to Interest on Notes Dis- 
counted account, there would be at the close of any given 
month, say, $1000 of interest paid in advance but not carried 
on the books as an asset. 

§145. Interest Prepaid Account. 

INTEREST PREPAID 



Debit: 

With interest paid in ad- 
vance on borrowed moneys. 



Credit : 

At the close of each month, 
or fiscal period provided 
monthly profits are not ascer- 
tainable, with the proportion 
of interest paid in advance 
that is applicable to the month 
or period just ended. (At 
that time debit Interest on 
Notes Discounted.) 



The balance of this account is an asset, and represents the 
interest paid in advance. 



§146. Distinction Between Interest and Discount. 

When a note is discounted at a bank, it is customary for 
the bank to credit the account of the depositor with the 
amount of the note less the interest from the date of discount 
to the maturity date. This results in the interest being paid 
in advance. To speak of this interest as discount, as is com- 
monly done, is both confusing and incorrect, because it is 
interest paid in advance and nothing else. When interest is 
paid at the time of renewing or paying off a note, as in the 
case of demand notes, it is called interest. Interest is money 
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paid for the use of money, computed at an annual rate and 
on the basis of the time the money is used. Whether it is 
paid in advance or at the maturity of the note does not alter 
the fact that it is interest and should be known as such. 

Discount, as a term, should be confined to what is usually 
known as ^'merchandise discount," or "cash discount"; i, e., 
an amount allowed for the payment of a bill of goods before 
it is due, computed at a certain rate per cent, on the face of 
the bill. A trade discount should always be designated as 
such, but in the case of a cash discount the word "cash" should 
be understood, and only the word discount used. Discount, 
then, differs from interest in that it is computed on the face 
of the bill by using the rate per cent, allowed by the creditor, 
and without considering the element of time. 



§147. Discounts. 



DISCOUNTS 



Debit : 

With discounts allowed to 
customers on bills paid by 
them within a specified time. 

If a Reserve for Discounts 
account is kept, this account 
should be debited with the 
amount which it is estimated 
will be deducted from accounts 
receivable by customers when 
paying their balances, and the 
discounts when actually al- 
lowed should be debited to Re- 
serve for Discounts account 
instead of this account. 



Credit : 

With discounts allowed to 
the business on bills paid by 
it within a specified time. 

(Balance of this account 
should be transferred to Profit 
and Loss account at time of 
closing the books.) 



In some businesses the balance due from customers at the 
close of a month does not represent the amount that will be 
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paid by them, as they will make a deduction to cover (cash) 
discounts at the time of paying their bills. If the amount 
of accounts receivable is small, or if it is not subject to a 
considerable deduction to cover discounts, no consideration 
should be given to the matter; otherwise the amount which 
it is estimated will be deducted by customers should be used 
in making a journal entry, debiting Discounts and crediting 
Reserve for Discounts. If at the close of a month the dis- 
counts on accounts payable are about equal to the discounts 
on accounts receivable, then there is obviously no necessity 
for providing a reserve, as the discounts to be taken will 
about offset the discounts to be allowed, and although the 
assets are stated in excess of their realizable value the liabil- 
ities are overstated correspondingly. 

§148. Reserve for Discounts. 

RESERVE FOR DISCOUNTS 



Debit : 

With discounts allowed to 
customers on bills paid by them 
within a specified time. 



Credit: 

At the close of each month, 
or fiscal period, provided a 
profit and loss statement is 
not compiled monthly, with 
the amount which it is esti- 
mated will be deducted by cus- 
tomers at the time of paying 
the balances due from them. 
(At this time Discounts ac- 
count should be debited.) 



The balance of this negative account is a "short circuit" 
on accounts receivable. It is also the estimated amotmt by 
which the balance of Accounts Receivable account is over- 
stated as a realizable asset, by reason of the discounts which 
customers will deduct when pa3ring off their balances. 

The above account should not be kept unless it is required 
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in order to produce a true balance sheet. If the amount due 
from customers is not subject to greater deduction for dis- 
counts than say $300, it would not be practicable to keep the 
above account^ because of the amount of extra work it en- 
tails. It should be kept only when its elimination would re- 
sult in a material overstatement of assets, and, of course, a 
corresponding overstatement of surplus. 

§149. Interest on Bonds. 

INTEREST ON BONDS 



Debit: 

At the close of each month, 
or fiscal period if monthly 
profits are not ascertainable, 
with the amount of interest on 
bonds outstanding applicable to 
the month or fiscal period just 
ended, as the case may be. 
(At that time credit Accrued 
Interest on Bonds.) 



§150. Accrued Interest on Bonds. 



Credit: 

(Balance of this account 
should be transferred to Profit 
and Loss account when the 
books are closed, and consti- 
tutes a fixed revenue charge.) 



ACCRUED INTEREST ON BONDS 



Debit : 

With payments of interest 
on bonds outstanding. 



Credit : 

At the close of each month, 
or fiscal period if monthly 
profits are not ascertainable, 
with the amount of interest ac- 
crued on outstanding bonds 
during the month or fiscal pe- 
riod just ended, as the case 
may be. (At that time debit 
Interest on Bonds.) 



The balance of this account is a liability, and represents 
interest accrued and not due. 
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§151. Accrued Interest on Mortgages Payable. 
ACCRUED INTEREST ON MORTGAGES PAYABLE 



Debit : 

With payments of interest 
on mortgages outstanding. 



Credit : 

At the close of each month, 
or fiscal period, as the condi- 
tions may require, with the 
amount of interest accrued on 
mortgages payable outstand- 
ing. (At that time debit Un- 
plotted Tracts and Plotted 
Tracts accounts with their 
proper proportions, if the 
books are those of a real estate 
development business, Income 
from Rentals if property mort- 
gaged is rented, and Interest 
on Mortgages Payable, if 
property is occupied by the 
business.) 



The balance of this account is a liability, and represents 
interest accrued and not due. 

§152. Accrued Interest on Notes Receivable. 
ACCRUED INTEREST ON NOTES RECEIVABLE 



Credit : 

With interest 
notes receivable. 



received on 



Debit : 

At the close of each month 
or fiscal period, as the case 
may be, with the amount of 
interest accrued to date on 
notes receivable on hand. (At 
this time credit Interest ac- 
count.) 

The balance of this account is an asset, and represents in- 
terest accrued but not due on notes receivable. 



Chapter XVII 

FIXED ASSETS, DEPRECIATION AND RE- 

LATED RESERVES 



§153. Inventory of Fixed Assets. 

Fixed assets should be so handled through the books that 
a physical inventory is not necessary more often than yearly, 
and then only for the purpose of checking up the items on 
hand against the perpetual inventory record, or "Analysis 
of Fixed Assets Book" as it is often called. (See §201.) 
The fixed asset accounts should be kept so as always to show 
the items on hand at their cost. The amounts by which they 
have depreciated in value should be shown in separate re- 
serve accounts. 

It is very bad practice to inventory and price the fixed as- 
sets each year. It always makes adjustments at the close 
of each year that are inconsistent and irreconcilable. The 
only scientific way to conduct a set of books is to maintain 
a perpetual inventory of every tangible asset so that monthly 
profits may be ascertained, and so that the condition of af- 
fairs may be shown without the necessity of taking an in- 
ventory. Seventy-five per centum of the inventories taken, 
no doubt, are incorrect to a greater or less degree. There 
is certainly no excuse for not keeping a perpetual inventory 
of all tangible fixed assets, even if one can not be kept with 
the commodities regularly dealt in. 
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Debit: 

With the acquisition cost of 
land acquired. 

With all expenses incident 
to acquiring title, such as title 
insurance, legal fees, record- 
ing fees, etc. 

With cost of all improve- 
ments, such as grading, build- 
ing roads, constructing side- 
walks, curb and gutter, ex- 
cavating and piping for sewer, 
water, and gas lines. 

With cost of securing sur- 
veys, tracings, maps, etc. 

With cost of carrying 
charges until the land becomes 
productive, or until buildings 
are erected; e. g., interest on 
mortgage covering land, taxes, 
assessments, etc. 



Credit : 

With cost to date of land 
sold. (The difference between 
the final cost of the land sold, 
and the amount realized for it, 
should be debited or credited 
to Profit and Loss account, as 
the case may be, depending on 
whether the selling price is 
greater or less than the final 
cost.) 



The balance of this account, if any, should represent the 
cost of land owned, and is an asset. 

It is essential to keep separate accounts with land and build- 
ings. Depreciation should be computed on the cost of 
buildings owned, and if only one account is kept with real 
estate, one is apt to forget about eliminating the item of land 
when figuring depreciation on the balance of the Real Estate 
account. Obviously, land is not subject to a charge for de- 
preciation, because it does not depreciate in value by virtue 
of wear and tear. 

As a general proposition, it is not good business to carry 
land on the books at an appreciated value. Like all other 
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fixed assets, it should be carried on the books at cost. There 
are many cases where farm land was purchased by a busi- 
ness, and afterwards improved by reason of erecting factory 
buildings on it and having other factories locate in the same 
neighborhood. The original values of such properties are 
thus increased many times as a result of these improvements ; 
but, notwithstanding this fact, it is better to carry them at 
their actual cost to the business. 

If an entry were made on the books for the purpose of 
showing land at its market value, or appraised value, it is 
probable that the Surplus account would be credited as an 
offset to the debit. This would bring into the Surplus ac- 
count an element of appreciation. In other words, it would 
inflate the Surplus account by bringing into it a book entry 
not representing realized profits. When it is found advis- 
able to bring the cost of land up to an appraised value, the 
offsetting credit had better be taken to a reserve account, or 
to an account headed Appreciation of Land. Since the very 
object of increasing the book figures of the Land account is 
usually to increase the balance of the Surplus account also, 
the above suggestions would hardly be looked upon with 
favor by the management. 

§155. Plotted Tracts. 

In the case of a real estate development company, it is 
advisable to carry two accounts in place of the above, headed 
as follows: Unplotted Tracts, and Plotted Tracts. As soon 
as a tract is plotted the cost of the tract should be trans- 
ferred from the Unplotted to the Plotted Tracts account. 
The expenses of improving it should then be carefully esti- 
mated, and the total estimated cost should be debited to Plot- 
ted Tracts and credited to Reserve for Improvements. As 
the improvements are made from time to time their cost is 
charged to the Reserve account. A journal entry should 
be made at the close of each month, debiting Unplotted Tracts 
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account and the Plotted Tracts account with their respective 
proportions of the carrying charges, and crediting Accrued 
Interest and Accrued Taxes accounts. 

The sales of all plots should be credited to Sales account. 
The cost of all plots sold should be debited to Sales and cred- 
ited to Plotted Tracts account at the close of every month. 
The cost of unsold plots change each month by virtue of car- 
rying charges, and, therefore, it is advisable to compute the 
new cost monthly. The balance of the Unplotted Tracts ac- 
cotmt should show the cost of unplotted tracts owned; and 
the balance of the Plotted Tracts accotmt should show the 
cost of the plotted tracts owned. 



§156. Buildings. 



BUILDINGS 



Debit : 

With acquisition cost of 
buildings purchased. 

With construction cost when 
buildings are constructed. 

With the cost of all addi- 
tions to buildings. 

With the cost of all altera- 
tions which increase the util- 
ity or actual value of build- 
ings. 

With the excess of the cost 
of replacement over the orig- 
inal cost of the part replaced. 
(For example, if a slate roof 
replaced a wooden roof, the 
difference between the two 
costs should be capitalized. 
This principle must not be 
carried to extremes as that 
would cause manifold details 



Credit : 

With the cost of buildings 
disposed of or destroyed. 
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BUILDINGS (Continued) 



Debit : 

not justified when the items do 
not amount to more than, say, 
$25. Thus, if a door costing 
$10 is used in place of one 
which cost $5, it would not 
be worth while to capitalize 
the difference.) 



Credit: 



The balance of this account should be a debit, and is an 
asset. It represents the cost of buildings owned. 

In the majority of cases when real estate is purchased, the 
purchase price includes both the land and the buildings. In 
fact, real estate is never bought on the basis of one price for 
the land and another for the building. They are considered 
inseparable in so far as the purchase price is concerned. For 
bookkeeping purposes, however, land should be kept in a sep- 
arate account from the buildings. In order to accomplish 
this it is necessary, when a purchase is made which includes 
both land and buildings, to debit the Land account with an 
arbitrary amount. The difference between this amount and 
the total purchase price should he debited to the Buildings 
account. It is necessary that good judgment be used in ar- 
riving at the arbitrary amount with which to debit the Land 
account, as otherwise an injustice will be done in c(Mnputing 
the depreciation on the cost of the buildings. 

When buildings are constructed it is sometimes advisable 
to keep in the ledger an account called Construction, and 
charge this account with the cost of materials, labor, etc., 
during the period of construction. When the building is 
completed the total cost of construction should be transferred 
to tlie Building account. When a business constructs its own 
building it is advisable to keep a detailed construction book 
which should show in considerable detail the cost of materials, 
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labor, team service, etc. In most cases, however, the con- 
struction is done under contract by a construction engineer 
who sublets the different classes of work. This makes the 
bookkeeping very simple, because only one debit need be made 
to the Building account, that entry being the contract price 
of the building; the offsetting credit may be the construction 
engineer's account, which is chargeable with the payments 
made on account of the contract. 

In the case of practically all wasting fixed assets, it is ad- 
visable to credit the accounts with the cost of items replaced 
and debit the accounts with the cost of the items purchased 
to take their place. The building account should be an ex- 
ception to this general rule, in the opinion of the writer. 
There is no doubt but that buildings depreciate by virtue of 
wear and tear and the passage of time, and the necessity for 
setting aside a reserve for depreciation of buildings is just 
as important as setting aside a reserve for the depreciation 
of machinery. A machine is often replaced in its entirety; 
a building is often replaced on the instalment plan. In other 
words, a roof of a building will be replaced, a door will be 
replaced, a window glass will be replaced, the floor will be 
replaced, a girder may be replaced, but the building is seldom 
replaced entire, at one time. 

This statement may not apply so generally in future years 
on account of the fact that most business buildings nowadays 
are constructed of steel, brick, cement, or stone. Conse- 
quently, in the future there will be much less replacing of 
parts of buildings. The depreciation in the future will de- 
pend on the passage of time more than upon the actual effect 
of wear and tear. Buildings constructed to-day, capable of 
lasting a hundred years, are apt to be replaced in twenty 
years or less to make room for larger buildings, or buildings 
with improved facilities. 

In view of this fact, in arriving at the annual rate of de- 
preciation, it is necessary partially to disregard the ultimate 
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life of the building and consider that time is the important 
element in changfing methods, in introducing improvements, 
and in bringing about other necessities for replacements. 
Therefore, the writer advocates that a fixed rate of annual 
depreciation be decided upon, say 4% for frame buildings 
and 2% for buildings constructed of steel and cement, or 
brick. Since these rates contemplate that the buildings will 
be kept in repair, all charges — painting, replacing window 
glass, and other petty parts, decorating, etc. — must be debited 
as maintenance expenses. The Reserve for Depreciation of 
Buildings account should be credited periodically with the 
proper proportion of the amount of annual depreciation as 
based on a fixed rate, and debited with all replacements. 

§157. Reserve for Depreciation of Buildings. 



RESERVE FOR DEPRECIATION OF BUILDINGS 



Debit : 

With the cost of replace- 
ments. 



Credit : 

At the close of each month, 
or semi-annually if monthly 
profits are not ascertained, 
with one-twelfth or one-half 
the estimated annual deprecia- 
tion. (At this time debit 
Maintenance of Real Estate, or 
Income from Rentals, depend- 
ing as to whether the building 
is occupied by the business or 
rented to outsiders. If profits 
are ascertained annually, then 
only one credit to this account 
each year is necessary.) 



Balance should represent the available amount reserved 
from profits, realized or prospective, and should be shown in 
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the balance sheet as a deduction from the cost of buildings 
owned, in order to show their present value to the business as 
a going concern. 

§158. Depreciation. 

Depreciation of a fixed asset indicates its probable decrease 
in value by reason of wear and tear, and the efflux of time. 

Buildings, machinery, horses, wagons, store fixtures, of- 
fice equipment, tools, railroad equipment, bridges, and many 
other items of a like nature, all depreciate by usage, and by 
reason of the passing of time, which brings with it not only 
inevitable deterioration, but also advancing ideas. Machines 
in perfect operating condition are often replaced by others 
which will increase the speed or efficiency of the work re- 
quired. Patterns depreciate by usage, but to a greater ex- 
tent by reason of changing styles. 

Of a different nature from the depreciation of wear and 
tear and changing conditions is the depreciation of land, 
which frequently depreciates in value by reason of supply 
and demand, which depreciation is but rarely estimated or 
taken into consideration in connection with bookkeeping. 

Depreciation is not considered until the business begins 
actual operations. In a manufacturing concern the deprecia- 
tion of the assets used in connection with the production de- 
partment, reduced to dollars and cents, represents the cost 
of services rendered by those assets (factory buildings, ma- 
chinery, tools, stable equipment, etc.), and must be included 
amongst the manufacturing expenses; else how can the true 
cost of production be ascertained? These fixed assets must 
some time be replaced, and that must be done out of the 
profits. Their cost having once been included in the assets 
of the business, cannot be included again when the time comes 
to replace them. 

In businesses other than manufacturing, there is the same 
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condition prevailing as regards the wasting fixed assets, and 
the amount of the depreciation should be shown amongst the 
operating expenses. 

The amount by which a thing depreciates depends upon 
many things. Certain materials, such as galvanized iron, 
steel, tin, etc., when exposed to the weather, last much longer 
inland than on or near the coast. Horses last much longer 
when driven on dirt roads. A machine lasts much longer if 
run at medium rather than at top speed. 

Because of the varying conditions, it is impossible to com- 
pute accurately the depreciation of the wasting fixed assets 
of a business. It is an estimate at best, and can only be based 
on practical common sense and experience. Commonly from 
5% to 10% per annum is allowed on the original cost of sta- 
tionary machinery, hangers, pulleys, and shafting; 20% for 
d3aiamos; 2^% to 5% for engines and boilers (relining going 
to repairs) ; 2% for brick, and reinforced concrete buildings; 
4% for frame buildings heavily constructed on well built foun- 
dations; 5% for piping; and 5% to 10% for stable equipment, 
office equipment, store fixtures, etc. 

If office equipment depreciates in value 10% each year, 
then in ten years it will require replacing. If the cost of of- 
fice equipment is $1,000 the annual service rendered costs 
$100, and that amount should be set aside each year from 
profits made or anticipated, so that at the expiration of ten 
years $1,000 will have been set aside for the purpose of re- 
placing the office equipment. If this is not done the total 
amount of $1,000 must be charged against surplus or earn- 
ings in the year in which the replacement is made, and such 
an abnormal charge disturbs the showing of the business for 
that year very materially. 

Each year should receive its proportionate charge for de- 
preciation of wasting assets. In fact a monthly entry should 
be made charging Manufacturing Expenses, or General Ex- 
penses, depending upon whether it is a manufacturing or mer- 
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cantile business, and crediting Reserve for Depreciation, with 
one-twelfth of the estimated annual depreciation. 

It should be the constant aim of the bookkeeper to record 
in one month all debits and credits applicable to that month. 
Expenses of a month should not be charged during the suc- 
ceeding month if it can possibly be avoided. 

When estimating the depreciation on wasting assets, it is 
contemplated that they will be kept in repair. The cost of 
repairs is chargeable against earnings. An addition or im- 
provement is chargeable to the asset account to which it ap- 
plies. The cost of an asset replaced is chargeable against 
the available reserve for depreciation, for the very object of 
setting aside each month a certain amount to provide for de- 
preciation is to enable the cost of an asset replaced, to be dis- 
posed of without upsetting the statistical status of the books. 
The cost of the asset which replaced the old one is chargeable 
to the asset account to which it applies; e, g., if a certain ma- 
chine which cost $400 is replaced, the cost of the new one, 
say $500, should be charged to Machinery account, and the 
cost of the old one should be credited to Machinery account 
and debited to Reserve for Depreciation of Machinery ac- 
count. 

If 10^0 per annum of the cost of machinery and equipment 
is reserved for depreciation, and a machine is replaced three 
years from the date purchased, it would be theoretically cor- 
rect to charge the reserve account with only 30% of its cost, 
as this is the amount reserved to date on account of that par- 
ticular machine. This would necessitate charging "Sur- 
plus" with the remaining 70%. It is not advisable to put 
this theory into effect, however, as some machines will last 
much longer than ten years while others must be replaced 
in much less time than ten years. It thus follows that such 
inconsistencies adjust themselves in the long run on a basis 
that is quite as equitable as if an elaborate method were op- 
erated with a view to securing more accurate results. 



Chapter XVIII 

FIXED ASSETS, DEPRECIATION AND RELATED 

RESERVES (Continued) 

§159. Repairs, Replacements and Improvements. 

It is very important to distinguish between a repair and a 
replacement. To keep a fixed asset in repair means to main- 
tain it. The first cost of painting a building is part of the 
cost of the building. Painting it thereafter is a maintenance 
charge. Shingling the roof is a replacement, and since the 
cost of replacing the roof would not differ widely from the 
original cost, it is only necessary to charge the cost of replac- 
ing to Reserve for Depreciation of Buildings. If the roof 
were replaced by slate, thus adding very materially to the 
cost and to the value of the building, obviously an improve- 
ment has been made. The difference between the cost of the 
new roof and the cost of the old one should be charged to 
Buildings account. 

Alterations should be capitalized (that is to say, debited to 
the proper asset account) when they increase the efficiency 
or value of the thing altered. Otherwise they should be 
debited as repairs, unless they constitute a sort of replacement, 
in which event they are chargeable against Reserve for De- 
preciation, 

Any petty replacement is considered in the light of a re- 
pair, such as replacing broken window glass, or a small part 
of a machine. It is impossible to describe an exact dividing 
line between a repair and a replacement that will meet all re- 
quirements for bookkeeping purposes. It is only necessary 
to use common sense and be consistent. In case of doubt, 
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charge Reserve for Depreciation account rather than capital- 
ize the outlay. 

Small tools, the life of which is a matter of months rather 
than years, or which are lost or destroyed to a considerable 
extent, such as hammers, saws, brooms, wheelbarrows, etc., 
should be debited direct to Manufacturing Expenses, or to 
Factory Supplies if purchased in large quantities, and then 
requisitioned from stock as required. 

It is not advisable to credit depreciation to the asset ac- 
count to which it applies, although it is often done. The 
fixed asset accounts should always show the cost of the items 
on hand. The balance of the Reserve for Depreciation ac- 
count shows the amount by which that cost has diminished 
by reason of the estimated wear and tear and efflux of time. 
In making a balance sheet the reserve accounts, being nega- 
tive quantities, are shown as deductions from their correspond- 
ing asset accounts. (See model balance sheets shown in 
Part IV for illustration of this principle.) 

§160. Reserve Accounts. 

Reserve accounts are created for the purpose of showing 
periodically on the credit side of the accounts, the amount of 
profits, realized or prospective as the case may be, required 
to be set aside in order to provide for depreciation of wasting 
fixed assets, or shrinkage in certain floating assets; and on 
the debit side the actual loss from depreciation, or shrinkage, 
as it occurs. 

The reserve accounts most commonly found are, — Reserve 
for Depreciation of Machinery, Reserve for Depreciation of 
Buildings, Reserve for Depreciation of Stable Equipment, 
Reserve for Depreciation of Office Equipment, Reserve for 
Bad Accounts, Reserve for Losses on Cancelled Sales, etc. 
All reserve accounts created for the purpose of showing the 
diminution in the value of certain wasting fixed assets, and 
the shrinkage in certain current assets, should be shown on 
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the balance sheet as negative quantities. (See model balance 
sheets in Part IV.) 

Items accrued must not be confused with reserves; e. g.. 
Accrued Taxes, Accrued Interest, Accrued Commissions, etc. 
This class of accounts are floating liabilities, and are the con- 
verse of items prepaid, such as Insurance Prepaid, Interest 
Prepaid, etc. 

Reserve accounts are absolutely essential to a correct state- 
ment of the assets and liabilities of a business. If provision 
is not made for the depreciation and shrinkage of assets, then 
obviously the balance sheet will show them at incorrect values, 
and the surplus and net earnings will be correspondingly af- 
fected. In order that assets may be correctly shown on the 
balance sheet at their estimated present value, and that manu- 
facturing expenses, or general expenses, whichever it may be, 
depending on whether it is a manufacturing or a mercantile 
business, may include the proper charge for services rendered 
by the wasting fixed assets, it is necessary to create the proper 
reserve accounts from the time operations begin, and this 
regardless of whether there are profits available at the time 
from which to build up the reserves. 

If it is only borne in mind that reserve accotmts for the 
depreciation of fixed assets and for the shrinkage of current 
assets, are merely offsets against their corresponding assets, 
their functions will be better comprehended. 

Since most businesses lose more or less as a result of ac- 
counts becoming worthless in part or whole, it becomes nec- 
essary to provide for such losses on the same basis as for 
depreciation of fixed assets. If it is estimated that ifo oi sales 
will eventually be lost, then a monthly journal entry should 
be made debiting Loss on Bad Accounts, and crediting Re- 
serve for Bad and Doubtful Accounts, with i% of the 
monthly sales. When it is found that an account is worth- 
less, it should be charged off to the reserve account. In the 
balance sheet the amount due from customers should be shown 
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first, followed by the balance of the reserve account shown 
as a deduction. The balance when extended shows the pres- 
ent estimated value of accounts receivable. 

§161. Secret Reserves. 

This is a term used to designate the bookkeeping effect 
produced by a peculiar practice sometimes resorted to in 
order to understate the real surplus of a business. 

Those in control may charge all improvements and addi* 
tions to fixed assets to some operating expense account; or 
they may elect to charge off a part or all of some fixed asset to 
Surplus account. In either case the object of showing the 
assets at less than their value to the business as a going estab- 
lishment, is to diminish the surplus. Any bookkeeping entry 
made which reduces a fixed asset below its value to the busi- 
ness as a going concern, results in creating a secret reserve. 
The practice is not a common one, nor is it one to be en- 
couraged. It results in misrepresentation when rendering a 
financial statement; and is usually resorted to in the case of 
corporations to keep from paying as much dividends as the 
stockholders might desire if they knew the facts. Sometimes 
it is done to reduce the amount of taxes, and thus results in 
defrauding the government. 

§162. Stable Equipment. 

STABLE EQUIPMENT 



Debit : 

With cost of horses, wagons, 
harnesses, etc., purchased. 
(The cost of small stable 
tools, blankets, whips, etc., 
should be charged to Stable 
Expenses account, inasmuch 
as their life is too short to 
justify capitalizing their cost.) 



Credit : 

With cost of horses, wagons, 
etc., sold or otherwise disposed 
of. (The difference between 
the cost and the amount real- 
ized should be charged or cred- 
ited to Surplus account, pro- 
vided no reserve for deprecia- 
tion is periodically set aside.) 
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STABLE EQUIPMENT (Continued) 



Debit: 

With cost of replacing 
horses, wagons, etc., previ- 
ously charged to this account. 
(At this time credit this ac- 
count with the cost of the 
items replaced, and debit Sur- 
plus, or Reserve for Depreci- 
ation of Stable Equipment if 
such an account is maintained.) 



Credit: 



The balance of this account should represent the cost of 
stable equipment on hand, and is an asset. 

If the stable equipment is a small item it is hardly neces- 
sary to set aside periodically a reserve for depreciation, be- 
cause the expense of replacement at any particular time would 
not abnormally disturb the net profits from operations. If 
the equipment is a large item, say a matter of $2,500 or more, 
it is advisable to make a periodical entry debiting Stable Ex- 
penses and crediting Reserve for Depreciation of Stable 
Equipment. The usual annual rate of depreciation is from 
5% to 10%, the exact rate depending on whether the horses 
are driven altogether on paved streets, and how they are used. 



§163. Store Fixtures and Equipment. 

STORE FIXTURES AND EQUIPMENT 



Debit : 

With cost of acquiring and 
installing movable store fix- 
tures, — such as movable parti- 



Credit : 

With cost of articles re- 
placed, discarded or destroyed. 
(At this time debit Surplus ac- 
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STORE FIXTURES AND EQUIPMENT (Continued) 



Debit: 

tions, show cases, counters, 
figures, chairs, cash registers, 
cash systems, trucks, shelv- 
ing, floor covering, special de- 
partmental equipment, etc. 
(Articles the lives of which are 
less than two years should be 
charged to Expense account.) 
With cost of replacing any 
article previously charged to 
this account. (At this time 
credit this account with the 
cost of the articles replaced, 
and debit Reserve for Depre- 
ciation of Store Fixtures ac- 
count, or Surplus account if a 
reserve account is not main- 
tained.) 



Credit: 

count if no reserve for depre- 
ciation is maintained.) 



The balance of this account represents the cost of store 
fixtures on hand, and is an asset. 

When the account is sufficiently large to warrant it, say 
over $2,500, it is advisable to provide a reserve for deprecia- 
tion based on 5% to 10% per annum, and to make a periodical 
journal entry debiting Expense and crediting Reserve for 
Depreciation of Store Fixtures and Equipment account with 
the proper amount. The cost of all articles replaced should 
then be credited to this account and debited to the Reserve 
for Depreciation of Store Fixtures and Equipment account. 
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§164. Interior Alterations. 

INTERIOR ALTERATIONS 



Debit : 

With permanent alterations 
and repairs on leased building. 

(If a business leases a part 
or all of a building for a per- 
iod of years, and expends 
money for interior alterations 
and repairs, it is perfectly 
proper to capitalize the cost of 
all such alterations and re- 
pairs. The assets should then 
be diminished at the close of 
each fiscal period on the basis 
of the number of years the 
lease has to run, provided it 
is considered that the altera- 
tions and repairs will last that 
long; e, g., if a lease runs for 
ten years, and the cost of in- 
terior alterations amounted to 
$5,000, an entry should be 
made at the close of each 
month or fiscal period, accord- 
ing as to whether profits are 
ascertained monthly or semi- 
annually, debiting the proper 
expense account and crediting 
the asset account referred to, 
at the rate of $500 per an- 
num.) 



Credit : 

At the close of each month, 
or each fiscal period if monthly 
profits are not computed, with 
the proper proportion of the 
debits to this account, based 
upon the period the lease has 
to run. 



The balance of this account is an asset, and represents the 
unexpired portion of the cost of interior alterations. 
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If the btisiness purchases a building and makes interior al- 
terations and repairs, the cost should be debited to the ac- 
quisition cost of the building. 



§165. 0£Bce Equipment. 



OFFICE EQUIPMENT 



Debit : 

With cost of desks, chairs, 
rugs, movable partitions, safes, 
filing cases, letter presses, mim- 
eographs, etc., purchased. 
(The cost of articles which 
have to be renewed often and, 
for this reason, cannot be cap- 
italized, e, g,, waste baskets, 
ink wells, etc., should be 
charged to Office Supplies ac- 
count.) 

With cost of articles pur- 
chased to replace those al- 
ready charged to this account. 






Credit : 

With cost of articles re- 
placed, destroyed or discarded, 
at which time, unless a re- 
serve for depreciation of office 
equipment is periodically set 
aside. Surplus account should 
be charged. (If a reserve for 
depreciation of office equip- 
ment is periodically set aside, 
credit this account with the 
cost of any article formerly 
debited which is replaced, dis- 
carded, or otherwise disposed 
of, and debit the Reserve for 
Depreciation of Office Equip- 
ment account. If an article is 
sold, the reserve account is 
charged only with that portion 
of the cost which is not re- 
covered.) 



Balance represents the cost of the office equipment on hand 
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§166. Reserve for Depreciation of Office Equipment. 

RESERVE FOR DEPRECIATION OF OFFICE 

EQUIPMENT 



Debit : 

With the cost of any article 
debited to Office Equipment 
account and subsequently re- 
placed. (At this time credit 
Office Equipment account.) 

With the difference between 
the cost and selling price of 
any article debited to Office 
Equipment and subsequently 
sold. 

With the cost of any article 
debited to Office Equipment 
account and subsequently de- 
stroyed or discarded. 



Credit : 

At the close of each month 
or fiscal period, whichever it 
be, depending on how often 
profits are ascertained, with 
the proper proportion of the 
estimated annual depreciation. 
(At this time debit General 
Administrative Expenses ac- 
count.) 



Balance of this account should represent the available 
amount reserved from profits, either realized or prospective, 
and should be shown on the balance sheet as a deduction from 
the cost of Office Equipment owned, in order to show its 
present value to the business as a going concern. Reserve 
for Depreciation of Stable Equipment account, and Reserve 
for Depreciation of Store Fixtures and Equipment account, 
should be handled as shown above. 



§167. Good Will. 



GOOD WILL 



Debit : 

With the cost of good will 
acquired. 



Credit 
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rrhe balance of this account is an intangible fixed asset, 
which should remain unchanged. 

Good will is a thing to be acquired, and not created ar- 
bitrarily by a book entry. It should be something that can 
be defined, but because of the widespread practice of over- 
capitalizing which has even entered into the smallest of cor- 
porations, the Good Will account is invariably the difference 
between the true value of the assets taken over and the value 
placed upon them by the board of directors, or acquiesced 
in by them. In other words, a Good Will account is used 
very commonly to carry on its debit side the contra of watered 
stock, — ^which is overcapitalization. Thus it is the differ- 
ence between the property value of the issued stock of a cor- 
poration and the par value of that stock. 

Good will may be defined as the value of the benefits or* 
advantages which attach to a particular business, in addition 
to the actual value of the property used in its conduct. This 
may be brought about through the value of the trade-mark, 
or the reputation or skill of the organization, the reputation 
of the goods sold, peculiarly advantageous business connec- 
tions, advantageous location, etc. It may also include the 
title to trade-marks, copyrights, etc., carrying all of the 
privileges enjoyed from their use by the former owners. It 
is incorrect to create a good will merely because these condi- 
tions prevail. If a concern with all these conditions has no 
Good Will account on its books, the good will of the business 
will manifest itself in the earnings of the business. Since 
the usual reason for creating a good will is to inflate the sur- 
plus, the practice will at once be discouraged by accountants 
who appreciate the harm of creating a surplus which does 
not represent accumulated earnings. If a business purchases 
the good will of another business, obviously the charge is a 
perfectly legitimate one, and it should be carried as a per- 
manent asset, not subject to depreciation or extinguishment. 

The custom of overcapitalization has been practiced so 
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commonly, that it is manifestly better bookkeeping to show 
the overcapitalization as good will rather than bury it in such 
an account as "Plant," or in some other tangible fixed asset 
account. It is better that there be no overcapitalization, but 
the bookkeeper must deal with conditions as he finds them, 
and he should never allow such an item to be merged with 
tangible fixed assets. 

It may not be amiss to state here that too many book- 
keepers are willing to do whatever their employers request 
them to do on the ground that they are being paid to perform 
the duties of bookkeepers, and must, therefore, make any 
entries requested by the management of the business. No 
bookkeeper is justified in making false entries in a set of 
books merely because he is requested to do it by his employer, 
notwithstanding that the books belong to the employer. 
Especially is this true in the case of a corporation where the 
public have invested moneys. To make false entries in such 
books, is almost equivalent to becoming a party to a crime. 
It is equivalent to standing in front of a house and seeing a 
robber enter and afterwards leave with valuables, without 
causing his arrest. A person is not bound to become an ac- 
complice in business crimes, and it is a business crime to 
falsify books so that the truth will not be made known to 
the public whose money is invested in the business. It is 
far more honorable to leave the employ of such a business. 
A man who fears to assert himself when there is a question 
of right or wrong is a moral coward. 



Chapter XIX 



ACCOUNTS AND NOTES PAYABLE, AND AC- 
CRUED ITEMS, EXCLUSIVE OF INTEREST 

§i68. Accounts Payable. 

ACCOUNTS PAYABLE 



Debit : ' 

With the total amount of 
moneys paid to trade creditors 
to apply on open account plus 
the total amount of cash dis- 
counts allowed by them for 
payments made before a cer- 
tain date. 



Credit : 

At the close of each month 
with the total amount of in- 
debtedness incurred by the 
business with trade creditors 
on open account. 



The balance of this account is a liability and represents 
the amount owing to trade creditors. It should agree with 
the aggregate balances of the individual creditors* accounts, 
or the aggregate amount of unpaid vouchers, according as 
the voucher system is, or is not, in use. 

§169. Notes Payable. 

NOTES PAYABLE 



Debit : 


Credit : 


With the face value of all 


With the face value of all 


notes when redeemed by the 


notes when issued by the busi- 


business. 


ness. 



Balance represents the aggregate face value of notes of the 
business outstanding. 
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A subsidiary record should be kept for the purpose of 
showing the details of all notes of others received, and of all 
notes issued by the business. Such a record, commonly 
termed a bill book, may be purchased from dealers in blank 
books. 

§170. Agents' Unearned Commissions. 

AGENTS' UNEARNED COMMISSIONS 



Debit : 

At the close of each month 
with the total amount of com- 
missions earned. (At this 
time credit Agents* Earned 
Commissions account.) 



Credit : 

With th*e amount of com- 
missions which are allowed 
agents for effecting sales, but 
which are not earned or due 
except as payments are re- 
ceived for the goods or other 
property sold. (At this time 
debit Selling Expenses ac- 
count) 



Balance of this account is a liability, and represents the 
aggregate amount of unearned commissions accrued, but 
not due. 



§171. Agents' Earned Commissions. 

AGENTS' EARNED COMMISSIONS 



Debit : 

With the moneys paid to 
agents on account of their 
commissions. 



Credit : 

At the close of each month 
with the aggregate amount of 
commissions earned, based 
upon the moneys paid in on 
account of sales effected by 
agents. (At this time debit 
Agents' Unearned Commis- 
sions account.) 



ACCOUNTS AND NOTES PAYABLE l6l 

If this account shows a debit balance, it is an asset and 
represents the amount by which agents have overdrawn their 
earned commissions. If there is a credit balance, it is a liabil- 
ity and represents the amount due agents on accotuit of earned 
commissions. 

§172. Accrued Taxes. 

ACCRUED TAXES 



Debit : 


Credit : 


With the amount of tax bills 


At the close of each month 


when they are paid. 


with one-twelfth of the esti- 




mated annual taxes. (At this 




time debit the proper operating 




expense accounts.) 



The balance of this account, ordinarily a credit, is a liabil- 
ity and represents taxes accrued but not due. 

When all the taxes have been charged to this account the 
difference between the actual taxes and the estimated taxes 
should be adjusted through the proper operating expense ac- 
count, thus causing this account to balance. 



Chapter XX 



INCOME AND EXPENSE ACCOUNTS, EXCLUSIVE 
OF INTEREST AND DISCOUNT 

§173. Income from Securities Owned. 

INCOME FROM SECURITIES OWNED 



Debit : 



Credit : 

With income derived from 
securities owned. 



The balance of this account at the close of each fiscal pe- 
riod should be transferred to Profit and Loss account, and 
represents the net income resulting from securities owned. 

§174. Income from Rentals. 

INCOME FROM RENTALS 



Debit : 

With the same class of 
items as explained under the 
debit side of Maintenance of 
Real Estate account, and in 
addition with fuel, water rent, 
interest on mortgages, etc., if 
paid by the owner. 



Credit : 

With rents earned. 

With deposits forfeited by 
prospective tenants. 

(Balance should be trans- 
ferred to Profit and Loss ac- 
count at the time of closing 
the books.) 



The above heading is the proper one to use in case of an 
income property. An income account may be kept for each 
separate property in order to show the gross income derived 
therefrom, and the total cost of maintenance; or one income 
account may be kept for all the income properties, and a sub- 
sidiary analysis book, or set of cards, kept to show the de- 
tailed results with regard to each separate property. 
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When the property is occupied by the owner an account 
should be kept, in lieu of the above account, headed "Main- 
tenance of Real Estate." (See §175.) The object of such 
an account is to show the cost of maintaining the property 
occupied, and thus afford a comparison of that cost with 
what it would cost to rent a similar building. 



§175. Maintenance of Real Estate. 

MAINTENANCE OF REAL ESTATE 



Debit: 

With repairs to buildings 
occupied by the business. 

With expenses of maintain- 
ing the buildings and grounds, 
such as painting, janitor serv- 
ice, mowing lawns, cleaning 
roadways and sidewalks, etc. 

With depreciat ion. (At 
this time Reserve for Depreci- 
ation of Buildings account 
should be credited.) 

With accrued taxes. (At 
this time credit Accrued Taxes 
account.) 

With proper portion of the 
insurance premiums prepaid. 
(At this time credit Insur- 
ance Premiums Prepaid ac- 
count.) 



Credit : 

Balance should be trans- 
ferred to Profit and Loss ac- 
count when the books are 
closed (except in the case of 
a manufacturing business, as 
explained below) and is 
handled in the profit and loss 
statement exactly as rent is 
handled when the business does 
not own the building it occu- 
pies. 

In a manufacturing business 
the net maintenance of fac- 
tory buildings and land, rep- 
resented by the balance of this 
account, should be debited to 
Manufacturing Expenses ac- 
count, and credited to this 
(Maintenance of Real Estate) 
account, this causing it to bal- 
ance. This entry should be 
made monthly if monthly 
profits are ascertained, other- 
wise at the close of each fiscal 
period. 
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In the case of vacant property, the only charges would be 
"carrying charges" (taxes, assessments, and interest if the 
property is mortgaged), which should be debited to the cost 
of the vacant land. 



§176. Miscellaneous Income. 



MISCELLANEOUS INCOME 



Debit : 

(At the close of each fiscal 
period debit this account and 
credit the Profit and Loss ac- 
count with the balance of this 
account.) 



Credit : 

With small items of income 
which cannot be properly cred- 
ited to any of the regular 
revenue accounts; e. g., if a 
mercantile concern sells pack- 
ing boxes, excelsior, or burlap, 
Miscellaneous Income might 
be properly credited with such 
items of income. 



§177. Selling Expenses. 



SELLING EXPENSES 



Debit : 

With all expenses incurred 
which are directly applicable 
to the selling department of 
the business; e, g., agents' 
commissions, salesmen's sal- 
aries, salesmen's expenses, 
shipping department expenses, 
credit-man's salary, mercantile 
references, advertising, freight 
outward, sample cases, clerical 
help employed exclusively by 
the selling department, etc. 



Credit : 

With any adjustments de- 
signed to diminish the debits 
to this account. 

(At the close of each fiscal 
period the balance of this ac- 
count should be transferred to 
Profit and Loss.) 



INCOME AND EXPENSE ACCOUNTS 

§178. Stable Expenses. 

STABLE EXPENSES 



I6S 



Debit : 

At the close of each month 
with the cost of stable sup- 
plies used, as shown by the 
stableman's monthly report 

At the close of each fiscal 
period, if profits are ascer- 
tained only at the close of each 
fiscal period, with the cost of 
supplies used during the pe- 
riod as indicated by the bal- 
ance of the Stable Supplies ac- 
count. 

With the wages of the 
stableman and drivers. 

With the cost of maintain- 
ing the equipment ; e. g., horse- 
shoeing, repairs, petty sup- 
plies purchased, blankets, 
small stable tools, whips, har- 
nesses, etc. 

With depreciation at the 
close of each month or fiscal 
period, as the case may be, 
provided the Stable Equipment 
account amounts to enough to 
warrant setting aside a period- 
ical reserve for depreciation. 



Credit : 

With the money received 
from outsiders for team serv- 
ice rendered. 

At the close of each fiscal 
period with the balance of this 
account. (At this time debit 
Profit and Loss account.) 



The balance of this account at the close of a month should 
represent the expense of maintaining and using the teams. 

It is advisable to keep this account separately in order that 
those in charge may ascertain whether it is cheaper to main- 
tain their own teams and employ their own drivers, or hire 
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their teaming done outside. If teams are used only for haul- 
ing inward, then the stable expense should, when possible, be 
charged to the cost of materials. This can often be done by 
charging so much per thousand feet or so much per load or 
so much per ton, as the case may be; for example, in the 
hauling of lumber inward $1.50 per thousand feet can be 
added for hauling, and this cost should be debited to Pur- 
chases and credited to Stable Expenses account, in order to 
get that element of cost into the Purchases account. When 
the teams are used for hauling both inward and outward, and 
also used around the property, it is rather difficult to make 
an equitable distribution without entailing a considerable 
amount of clerical labor. The item of stable expense is some- 
thing which should be disposed of equitably, according to 
the practical plan best adapted to the particular business. 

When the teams are used exclusively for hauling outward, 
the balance of Stable Expenses accotmt should be charged to 
Selling Expenses account. If teams are used in making im- 
provements to the property, a proper charge should be made 
to the account representing the asset thus improved. When 
it is impossible to directly charge stable expenses to Sales 
or Purchases account, or to some asset account, they may be 
charged to General Administrative Expenses account. In 
all such cases Stable Expenses account must, of course, be 
credited. 



§179. General Administrative Expenses. 

GENERAL ADMINISTRATIVE EXPENSES 



Debit : 

With all expenses which 
have to do with the general 
conduct of the business con- 
sidered as a unit, and which 
cannot be properly charged 



Credit : 

With any adjustments de- 
signed to diminish the debits 
to this account. 

(At the close of each fiscal 
period the balance of this ac- 
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GENERAL ADMINISTRATIVE EXPENSES (Continued) 



Debit: 

either to Manufacturing Ex- 
penses or to Selling Expenses ; 
e. g., officers* salaries, direc- 
tors' fees, officers' expenses, 
office help, office supplies, gen- 
eral postage, telephone and 
telegrams, corporation taxes, 
legal expenses, salaries and ex- 
penses of the purchasing de- 
partment, depreciation of office 
equipment, etc. 



Credit : 

count should be transferred to 

Profit and Loss account.) 



When only one account is kept with Selling Expenses and 
another one with General Administrative Expenses, it is always 
desirable to maintain a monthly analysis book for the purpose 
of showing a detailed analysis of these two accounts in com- 
parative form. This may be accomplished by using a 
twelve-column trial balance book with blank headings. These 
columns should be headed with the names of the months of 
the year. The names of the accounts to be used in the an- 
alyses should be written in the left-hand margin. Each 
month the charges to these accounts are analyzed in detail 
and the results are tabulated in the analysis book under the 
proper month. The footing of the monthly column should 
agree with the net charges to the corresponding account for 
that month. Two pages in the analysis book should be de- 
voted to selling expenses and two to general administrative 
expenses. This same method may be carried out with respect 
to manufacturing expenses, income from rentals, maintenance 
of real estate, and any other expense or income accounts 
which require to be analyzed. 

The advantages of this method of conducting general op- 
erating accounts supported by auxiliary analyses, should be 
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apparent to the student of accounting. It reduces the amount 
of work in the general ledger very materially, and cor- 
respondingly reduces the amount of work involved in com- 
piling a trial balance from the general ledger. The analyses 
afford a monthly comparison of results in the most convenient 
form. The writer cannot conceive why any bookkeeper or 
author, familiar with the methods explained above, can ad- 
vocate the keeping of detailed expenses accounts in a general 
ledger, thus multiplying the number of special columns in 
the books of original entry, and making the amount of de- 
tailed posting unnecessarily heavy. 

In some mercantile businesses, in addition to Selling £x- 
paises and General Administrative Expenses, it is found de- 
sirable to keep ledger accounts with Delivery Expenses, Col- 
lection Expenses, Maintenance of Building, Maintenance of 
Stable, and other expense accounts with each branch office. 
In such cases it is advisable to keep a bound book called 
^'Analysis of Expense Accounts," and set aside several pages 
for the analysis of each expense account, thus making the book 
last several years. 

§i8o. Expense Account Too Indefinite. 

An Expense account, as taught to most students of book- 
keeping, is nothing more than a dumping ground for all oper- 
ating expenses of the business, or for such expenses as are 
not properly chargeable to any of the other profit and loss 
accounts. In addition to charging all expenses to this ac- 
count, the student is also taught, in some text books, to debit 
it with the cost of office furniture and supplies purchased. 
When the books are closed, an inventory of the furniture and 
supplies on hand is made, the total amount of it is entered 
on the credit side of Expense account as an inventory and 
then brought down on the opposite side, after the account is 
"balanced off." Thus Expense account shows both an asset 
and a loss. 
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First: — ^There should be no account in the general ledger 
with such an indefinite heading as "Expense." It is advis- 
able and practicable, in most cases, to keep one account with 
Selling Expenses and another with General Administrative 
Expenses. A twelve-column analysis book (with least num- 
ber of pages procurable) should be used for the purpose of 
maintaining a detailed monthly analysis of these accounts. 
Or, two sheets of twelve-column analysis paper will suffice 
for this purpose for a year. 

Second : — It is an elementary precept that the arrangement 
of the general ledger accounts should conform to the order 
in which they are to be brought in when compiling the bal- 
ance sheet, and the profit and loss statement. The fixed as- 
sets may be shown first, followed by the floating assets, or 
vice versa. The order of the liabilities should be consistent 
with the arrangement of the assets. Obviously, if such a 
method is carried out, it precludes the possibilities of one ac- 
count performing the functions of both a balance sheet ac- 
count (say an asset) and a profit and loss account (say an 
expense). Many widely used text books still ding to the 
Merchandise account, and teach the Expense account and the 
Real Estate account with their inventories at the time of clos- 
ing; nothing in bookkeeping could be more unscientific. 

Few businesses care to take into consideration the office 
supplies on hand at closing time. In such case the cost of 
all office supplies for general use should be debited to General 
Administrative Expenses account, and the cost of all office 
supplies for the selling department to Selling Expenses ac- 
count. If, however, a business desires to show the office sup- 
plies on hand as an asset, the cost of office supplies should 
be debited to an asset account headed Office Supplies (see 
§142), and at the close of a fiscal period, or monthly if a 
profit and loss statement is compiled so often, a journal en- 
try should be made debiting the proper expense account, or 
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accounts, and crediting Office Supplies account, with the cost 
of the office supplies consumed. 

Office furniture and fixtures are not office supplies; they 
are chargeable at cost prices to Office Equipment account, 
and represent a fixed asset, whereas office supplies on hand 
represent an asset, which should be shown on a balance sheet, 
together with such items as insurance premiums prepaid, in- 
terest prepaid, etc., under the heading of Deferred Charges 
to Profit and Loss. The amount by which a fixed asset di- 
minishes in value, by virtue of wear and tear and the passage 
of time, may be shown periodically by debiting the proper 
expense account and crediting the fixed asset account. The 
better way is to credit a Reserve for Depreciation account 
instead of the fixed asset account, in order that the latter 
account may always show by its balance the cost of the fixed 
assets on hand. 



Chapter XXI 



ACCOUNTS EMPLOYED ONLY IN CORPORATE 

BOOKKEEPING 

§i8i. Capital Stock — Common. 

CAPITAL STOCK— COMMON 



Debit : 

With the par value of com- 
mon shares retired. 



Credit : 

With the par value of com- 
mon shares issued. 



The balance of this account should represent the par value 
of common stock issued and outstanding. 

§182. Capital Stock — Preferred. 

CAPITAL STOCK— PREFERRED 



Debit : 

With the par value of pre- 
ferred shares retired. 



Credit : 

With the par value of pre- 
ferred shares issued. 



The balance of this account should represent the par value 
of preferred stock issued and outstanding. 

§183. Subscriptions , to Stock. 

SUBSCRIPTIONS TO STOCK 



Debit : 

With the amount of sub- 
scriptions for capital stock sold 
on the instalment plan. (At 
this time credit Capital Stock 
Subscribed account, or Treas- 
ury Stock Subscribed account, 
as the case may be.) 



Credit : 

With all moneys received to 
cover instalments on sub- 
scriptions. 
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The balance of this account is a nominal asset, and repre- 
sents the amount due and unpaid on subscriptions for capital 
stock sold on the instalment plan. It is offset by the balance 
of the Capital Stock Subscribed account, or Treasury Stock 
Subscribed account, as the case may be. 

A subscription ledger should be kept as a subsidiary record 
to the Subscriptions to Stock account. An account should 
be kept in it with each subscriber. The subscribers* accounts 
should be debited with the amount of the subscriptions and 
credited with the amount of the payments which they make 
on account of their subscriptions. The result of a trial bal- 
ance taken from this subsidiary ledger should agree with the 
balance of the Subscriptions to Stock account. 

§184. Subscribed Stock. 

SUBSCRIBED STOCK 



Debit : 

With subscriptions which 
have been fully paid, at which 
time certificates of stock 
should be issued, covering the 
number of shares subscribed 
and paid for. (At this time 
credit Capital Stock account 
or Treasury Stock account, as 
the case may be.) 



Credit : 

With the amount of sub- 
scriptions for capital stock 
sold on the instalment plan. 
(At this time debit Subscrip- 
tions to Stock account.) 



The balance of this account is a nominal liability, and rep- 
resents the amount of subscriptions not fully paid, — ^not the 
amount due on these subscriptions, which is shown by Sub- 
scriptions to Stock account, but the total amount subscribed 
and not yet fully paid. 

As a rule certificates for stock sold on the instalment plan 
are not issued to the subscriber until he has paid the total 
amount of his subscription. 

The difference between the balance of Subscriptions to 
Stock account and the balance of this account should agree 
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With the amount of cash received on account of subscriptions 
not fully paid. It will thus be seen that the balance of this 
account is an offset to the cash received on account of sub- 
scriptions not fully paid, and the remaining part of it is an 
offset against the balance of the Subscriptions to Stock ac- 
count. 

§185. Treasury Stock. 

TREASURY STOCK 



Debit : 

When some of the capital 
stock issued by a corporation 
is subsequently acquired by it, 
this account should be debited 
with the cost of acquiring it. 

If shares are donated to the 
treasury this account should be 
debited with the market value 
of the stock (if it has any) less 
the probable expense of dis- 
posing of it. If it has no posi- 
tive market value an entry may 
be made debiting this account 
with the par value of the 
shares donated, and crediting 
Working Capital Donated ac- 
count, merely to bring the 
transaction on the books. 



Credit: 

When shares debited to this 
account are disposed of, credit 
this account with their cost or 
realizable value, as the case 
may be; or, in other words, 
with the value at which the 
shares were charged to this 
account. 



The balance of this account is an asset, and, save in the 
case of donated stock, should represent the cost of treasury 
shares owned. 

Treasury stock is capital stock of a corporation that has 
been issued as fully paid and non-assessable, and thereafter 
acquired by the corporation. A corporation may purchase 
its own capital stock, unless forbidden by law (as is the case 
in- some states), in which event Treasury Stock account 
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should be debited with the cost of acquiring it. Treasury 
stock acquired by a corporation becomes a commodity, to be 
held or sold according to the wishes of the management. It 
differs in nowise from the other stock outstanding, except 
that while in the treasury it has no vote, and cannot draw 
dividends. The voting stock and the stock on which divi- 
dends may be paid is represented by the outstanding shares 
less the treasury shares owned. 

§i86. Unissued Stock Not Treasury Stock. 

Unissued stock is fwt treasury stock. It is nothing but 
the right to issue stock for value. The authorized issue of 
a corporation may be one thousand shares at the par value 
of $ioo. If six hundred shares are issued, then the four 
hundred shares remaining unissued merely constitute a priv- 
ilege to issue that much more. Capital Stock account should 
be credited, always at par value, with the shares issued. The 
unissued shares should not be shown on the books. It is 
well, however, to indicate by a parenthetical note at the top 
of Capital Stock account the total authorized issue of stock, 
and this, less the amount issued, as shown by the account, 
gives the amount that may still be issued. 

The details of the stock issued should be shown on the 
stock certificate stubs and in the stockholders' ledger. These 
are subsidiary records, and are in many states required by 
law to be kept written up and open to the inspection of the 
stockholders. 

The records of a corporation not required in a partnership 
business are, — the subscription book, stock certificate book, 
stockholders' ledger, minute book, transfer register, and some- 
times a dividend register. 

§187. Stock Donated to Treasury. Full-Paid Stock. 

It is not uncommon for one or more stockholders to donate 
stock to the treasury, to be sold for the purpose of raising 
working capital. Three men, for example, are conducting a 
small manufacturing concern on a partnership basis. They 
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require more capital, desire to perpetuate the name of the 
business and wish to avoid personal liability in case damage 
suits are brought by injured employees, etc. To attain these 
ends they incorporate for $100,000. At the first meeting of 
the stockholders they elect themselves as directors. As di- 
rectors they pass a resolution authorizing the purchase of the 
business from the three men who own it (these men being 
themselves) for $90,000 in stock, this leaving $10,000 of un- 
issued stock. 

The corporation laws of most states provide that, in the 
absence of any evidence of fraud on their part, the judgment 
of the directors as to the value of property taken in exchange 
for stock shall be final. The corporation laws also provide 
as a rule that stock must be originally issued for full value, 
and, if it is not, that the original owner, or in some cases 
his assignee, is liable to pay the difference between the par 
value of the stock in his hands and the amount actually paid 
for it, provided the creditors of that business cannot collect 
the full amount of their claim from the business. 

It is frequently desired by those in charge of a newly or- 
ganized corporation to sell stock at less than par without in- 
curring this liability. To accomplish this end, in the case 
instanced, each of the three partners donates to the treasury 
to be sold for the purpose of raising working capital, 100 
shares of the stock received by him, or an aggregate of 300 
shares. This donation is entered in the books by a debit to 
Treasury Stock account of $30,000 and a credit to Working 
Capital Donated account of an equal amount. 

This stock having once been issued for full value, retains 
its full-paid character and may now be sold below par with- 
out involving the purchaser in liability for the difference be- 
tween the cost to him and the par value. It may be sold 
for cash or on the instalment plan, in which case the stock 
IS not issued until the amount subscribed has been fully paid. 
If sold on the instalment plan. Subscriptions to Treasury 
Stock account should be debited with the amount of the sub- 
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scription and Treasury Stock Subscribed account should be 
credited. As moneys are received on account of subscrip- 
tions, Cash account is debited and Subscriptions to Treasury 
Stock account is credited. The balance of the latter account 
should at any time show the aggregate amount due on sub- 
scriptions. 

An account must, of course, be kept with each subscriber 
to treasury stock, such individual accounts being subsidiary 
to the Subscriptions to Treasury Stock account. When a 
subscription has been fully paid the shares subscribed for are 
issued to the subscriber who is given a stock certificate to 
evidence this fact. At this time a journal entry is made, 
charging Treasury Stock Subscribed account with the amount 
of the subscription, charging Working Capital Donated ac- 
count with the difference between the amount received from 
the subscription and the par value of the stock subscribed 
for, and crediting Treasury Stock account with the par value 
of the stock issued to cover the shares subscribed for and 
paid. The balance of the Treasury Stock Subscribed ac- 
count should represent the aggregate amount of treasury 
stock subscribed for (at subscription prices) but not issued. 
The balance of the Treasury Stock account should represent 
the par value of treasury shares in possession, including 
shares owned and shares sold on subscription but not yet is- 
sued. The balance of the Working Capital Donated ac- 
count, when all shares are sold and issued, should show the 
actual amount realized from the donation and should be either 
credited to Surplus account, to Good Will account, or to a 
Reserve Fund account, depending upon the instructions of 
the management. No doubt, in the majority of cases. Sur- 
plus account will be credited. 

If stock is not sold on the instalment plan then Treasury 
Stock account should be credited with the par value of the 
shares sold. Cash debited with the moneys received, and 
Working Capital Donated account debited for the excess of 
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par value over the amount of money received. Surplus ac- 
count should not be credited until the treasury stock is real- 
ized on, unless its value is established and positive. If stock 
donated to the treasury has no positive or ascertainable value 
at which it can be disposed of, a purely nominal entry should 
be made upon the books imtil it is sold. It is radically wrong 
to carry treasury stock as an asset at a fictitious or anticipated 
value, with a contra entry of a credit to Surplus account A 
purely nominal entry debiting Treasury Stock and crediting 
Working Capital Donated account, can not mislead any one, 
and is perfectly proper. 

Charging Treasury Stock account and crediting Surplus 
account is not an uncommon entry on the books of concerns 
which desire the appearance of a larger surplus than they 
actually possess. Even though the value of treasury stock 
is known, the total value of it should not be credited to Sur- 
plus account provided there will be an expense incurred in 
disposing of it, such as commissions for selling, etc. Only 
the realizable value (net amount that will be received after 
paying all expenses of disposing of it) should be credited to 
Surplus account. 

§188. Organization Expenses. 

ORGANIZATION EXPENSES 



Debit : 

With the cost of all organ- 
ization expenses, such as at- 
torney's fees, incorporating 
expenses, promoters' services, 
underwriting expenses, etc. 



Credit : 

At the close of each month 
or fiscal period, as the case 
may be, depending on whether 
profits are ascertained monthly 
or only as often as a physical 
inventory is made, with the 
proper proportion of the deb- 
its to this account based upon 
the number of years over 
which the organization ex- 
penses are to be spread. 
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The balance of this account is an asset, and represents the 
proportion of organization expenses which are to be charged 
off to Profit and Loss. 

When the expense of organization amounts to more than 
say $500, it is hardly just to charge the entire amount to 
Profit and Loss at any one time. This class of expenses is 
absolutely essential to the creation of the business, and the 
first year receives no more benefit from the expenditure than 
the fifth. It would, therefore, seem more equitable, so far 
as the statistical feature of bookkeeping is concerned, to write 
such expenses off over such a period of years as the manage- 
ment may elect. Probably five years would be sufficient for 
this purpose, in which case one-fifth of the total amoimt 
should be charged off annually, or one-sixtieth monthly. 

§189. Sinking Fund. 

SINKING FUND 



Debit : 

With amounts of money 
transferred from the general 
funds of the business to a spe- 
cial fund for the specific pur- 
pose of meeting some fixed ob- 
ligation at a particular time. 

With the income derived 
from the investments of money 
set aside as a sinking fund. 
(At this time credit Interest 
on Sinking Fund account.) 



Crex)it : 

With amounts of money 
disbursed for the purpose for 
which the special fund was set 
aside. 



The balance of this account is an asset and should repre- 
sent the accumulated value of the sinking fund. 

It is the custom when moneys are taken out of the regular 
fund of a business to be used in creating a sinking fund, to 
invest these sinking fund moneys in gilt-edged securities, or 
deposit them with a savings bank or trust company where 
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interest will be regularly credited. The amount necessary 
to set aside periodically in order to accumulate a certain 
amount in a given time may be computed in logarithms, or 
may be ascertained more readily by reference to the tables 
which are published for that purpose. Such tables may be 
fotmd in Mr. Charles E. Sprague's very excellent work, "TexV 
Book of the Accountancy of Investment." / 

Practically all the bonds issued by reliable concerns provide 
that a sinking fund shall be created, and that each year a 
proportional amount shall be set aside in the custody of a 
trustee so that at the maturity of the bonds a fund sufficient 
to pay the holders will have accumulated. 

When the deed of trust under which bonds are issued does 
not require the creation of a sinking fund, the management 
may prefer to provide for the redemption of such bonds by 
means of a reserve for sinking fund. Such a reserve for sink- 
ing fund is created and built up by making periodically a 
journal entry, debiting Surplus and crediting Reserve for 
Sinking Fund. After the bonds are retired this reserve re- 
verts back to Surplus. Sometimes the heading "Reserve for 
Redemption Fund" is used instead of "Reserve for Sinking 
Fund." 

This plan does not insure a ready cash fund for retiring 
the bonds when they mature, merely preventing all earnings 
from being paid out in dividends. Of course it results in 
building up the excess of assets over liabilities to the extent 
of the amount reserved, and from the standpoint of the in- 
vestor it is the next best thing to a sinking fund. The man- 
agement that elects such a course contemplates one of three 
things, — (i) there will be sufficient cash on hand to pay off 
the bonds when they mature (a very doubtful possibility) ; 
(2) the company will be able to borrow enough to make up 
the amount of cash required ; or (3) it will get out a new issue 
of bonds and will be able to substitute these for the outstand- 
ing bonds. 
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The sooner the public realize that the only safe bonds to 
purchase are those protected by an adequate sinking fund, 
or by some equivalent, the sooner will the many doubtful or 
utterly worthless bonds now offered remain unsold instead of 
finding their way into the strong boxes of guileless investors. 
To designate a security as a bond does not make it safe, and, 
particularly where the income is excessive, securities desig- 
nated as bonds should be scrutinized carefully to make sure 
that they are what they purport to be, that they are properly 
secured by sufficient values behind them, and that they are 
properly protected by a sinking fund adequate for their re- 
demption. 

§190. Surplus. 

SURPLUS 



Debit : 

With the amount of divi- 
dends declared. 

With amounts periodically 
reserved for sinking fund. 

With any adjustment dur- 
ing the fiscal period which di- 
minishes the profits of a previ- 
ous fiscal period. 

At the close of each fiscal 
period with the balance of 
Profit and Loss, provided it i*« 
a debit. 



Credit : 

At the close of each fiscal 
period with the net profit as 
shown by the Profit and Loss 
account. 

With any adjustments made 
during a fiscal period which 
should have been credited to 
some profit and loss account 
within a prior fiscal period; or 
which increase the profits of 
a prior fiscal period. 



The balance of this accoimt at the close of a fiscal period 
should represent the undivided profits. It should be the dif- 
ference between the assets and liabilities plus the balance of 
the Capital account, or accounts, as the case may be, Surplus 
is an increment of capital. When added to the balance of 
the Capital account, or accounts, as the case may be, the sum 
total should represent the net worth of a business. 
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Surplus account should represent the accumulation of un- 
divided profits. It may include items other than realized 
profits, or it may be diminished by writing down assets below 
their real value. When this is done, the process is called 
"creating a secret reserve." When the credit side of the 
Surplus account is increased by figures which do not repre- 
sent realized profits, the act is called "creating fictitious as- 
sets," "watering the assets," or "creating watered stock." 

When an asset account is arbitrarily increased by a book 
entry, the credit usually finds its way into Surplus. When 
a business wishes to falsify the amount of its surplus, it 
usually does so by inflating some fixed asset account. Con- 
sequently, a report of an auditor is of no value unless he 
analyzes all debits and credits to the Surplus account, from 
the beginning of business, and is willing to certify, without 
qualification, to the correctness of the balance of the Surplus 
account at the time his audit is made. 

§191. Dividends. 



DIVIDENDS 


Debit : 


Credit : 


With dividends paid. 


When dividends are de- 




clared by the board of di- 




rectors, credit this account and 


- 


debit Surplus account. 



It IS advisable to number consecutively each dividend de- 
clared, and when crediting dividends to this account, to note 
in the particulars column the number of the dividend. When 
dividends are paid, it is advisable to draw one check for the 
total amount, and to deposit it in a special account, kept at 
the bank for the purpose. An entry should be made in the 
cash book for this check, crediting Cash account, and debiting 
Dividend account. Special dividend checks should be used 
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in paying the dividends of the individual stockholders. It 
is not necessary to make any entry in the books for these in- 
dividual dividend checks, as one entry for the total amount 
is all that is required. 

A dividend ledger should be kept for the purpose of show- 
ing a record of all dividends declared and paid to stockhold- 
ers. This record is subsidiary to the Dividend account. In 
the case of cumulative preferred stock such a record is prac- 
tically indispensable, because it becomes necessarji to dis- 
tribute the profits at the close of each fiscal period, even 
though a dividend is not declared. 



§192. Bonds. 



BONDS 



Debit : 

With the par value of bonds 
retired. 



Credit : 

With the par value of bonds 
issued or assumed. 



The balance of this account represents the par value of 
bonds outstanding. 

Unissued bonds are never shown on the books. It is well, 
however, to show as a parenthetical note at the top of the 
account the amount of the authorized issue. 

There should always be a bond register kept as a sub- 
sidiary record of the Bond account. It may be a bound book 
or a loose leaf register, or it may be kept on cards. The 
bonds should be registered numerically. There should also 
be kept in connection with the bond records an alphabetical 
index of the bondholders, showing the name and address of 
each bondholder and the number of bonds he owns. In the 
case of coupon bonds, this is not always required, because 
the ownership in coupon bonds can as a rule change without 
registry of the owner's name. The record of interest paid on 
registered bonds can be incorporated in the register. In the 
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case of coupon bonds, it is customary to paste the coupons 
when paid, in books specially made for the purpose. 

The interest on registered bonds is best handled by draw- 
ing one check and charging Interest on Bonds account for 
its amount. This is then deposited in a special bank account 
against which the individual interest checks are drawn. The 
same plan should be carried out with coupon bonds, except 
that the interest should not be paid until the coupons are 
presented. The balance of the special bank account kept for 
coupon interest should agree with the coupons due and unpaid. 
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MISCELLANEOUS ACCOUNTS 

§193. Securities Owned. 

SECURITIES OWNED 



Debit : 

With cost of stocks and 
par value of bonds purchased. 
(If a corporation acquires its 
own stock the Treasury Stock 
account is debited instead of 
this account.) 



Credit : 

With cost of stocks and 
par value of bonds sold. (Any 
difference between cost and sell- 
ing price of stocks is charged 
or credited to Profit and Loss, 
Miscellaneous Income, or Mar- 
gin on Securities Sold account, 
as the case may be.) 



The balance of this account represents the cost of stocks 
and par value of bonds of other companies on hand. 

§194. Shipment and Consignment Accounts. 

(a) Shipment Account. 

This account is ordinarily defined as an account kept by 
the person who ships goods to another to be sold on com- 
mission. It is debited with the cost of goods consigned, and 
with any expenses incurred in shipping them, such as hauling, 
freight, insurance, etc., and credited with the net proceeds 
received from the consignee, to cover the amount due from 
sales effected by him. The balance of the account should 
reflect the profit or loss resulting from the venture if all the 
goods are sold, otherwise the cost of the unsold goods must 
be ascertained, and the difference between that amount and 
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the balance of the account should be transferred to Profit and 

Loss. 

(6) Consignment Account. 

Consignment accoimt, as ordinarily defined, is the account 
in which a commission merchant keeps his record of goods 
to be sold on commission. It is credited with sales of such 
goods and debited with all charges applicable to those goods 
when sold, such as freight, hauling, storage, advertising, in- 
surance, cooperage, etc., and also with the net proceeds re- 
mitted to the consignor, thus causing the account to balance. 

As a matter of fact, the distinction in the titles of the above 
accounts is largely the creation of impractical writers on book- 
keeping, and is not observed in actual practice. A consign- 
ment is a shipment, and vice versa. The commission mer- 
chant calls goods received to sell on commission a consign- 
ment, and the consignor designates goods shipped by him to 
be sold on commission as a consignment. 

§ 1 95. Consignments. 

When a business makes a practice of shipping goods to 
be sold on commission, there should be two general ledger 
accounts kept; 7/us,, Consignments, and Consignment Sales. 
The former shotild be debited with the cost of goods shipped 
to be sold for account and risk of consignor. It should also 
be debited with any expenses paid on account of the goods 
consigned, such as cooperage, hauling, freight, insurance, etc. 
It should be credited with the cost of the goods sold as shown 
by the advices (account of sales) received from the consignee. 
The balance, if any, should always show the cost of goods 
in the hands of the consignee. If the account of sales shows 
that the consignee paid certain expenses in connection with 
the goods, such as storage, insurance, cooperage, hauling, ad- 
vertising, etc., an entry should be made charging these items 
to the Consignments account, in addition to the expenses paid 
by the consignor. 
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The Consignment Sales account should be credited with 
the sales of consigned goods as reported by the consignee, 
and debited with the cost of goods sold. The balance should 
represent the gross profit on consignment sales. 

In case goods are consigned only to one consignee, it is 
not necessary to keep more than one ledger account, — Con- 
signment account. It should be debited and credited exactly 
as described under "Shipment Account." 

When goods are consigned to several consignees, a sep- 
arate account should be kept with each consignee, such in- 
dividual accounts being subsidiary to the Consignments ac- 
count in the general ledger. This enables the books to show 
the cost of goods on hand with each consignee. Such a group 
of accounts is known as a Consignment Ledger, or Con- 
signees' Ledger. 

§196. Consignors' Accounts. 

When a business makes a practice of receiving goods to 
sell on commission a very complete record of each consign- 
ment is made. A ledger account is carried with each con- 
signor, which is charged with all expenses paid by the 
consignee and credited with all sales. These accounts consti- 
tute a Consignment Ledger or Shippers' Ledger, and are con- 
trolled by a general ledger account usually headed "Con- 
signments," or "Consignors' Accounts." This general ledger 
account is debited at the close of each week or month, as 
the case may be, with all expenses paid for the account of 
consignors, and credited with all sales made for their account. 
Account of sales may be rendered weekly or monthly, accord- 
ing to the custom of the consignee. These are recorded in 
an account sales register, and it is from this record that the 
weekly or monthly charges are made for expenses paid by 
the consignee for the account of the consignors. The dif- 
ference between the sales and expenses is called the net pro- 
ceeds. A check ig usually sent with the account of sales to 
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the consignor. Such checks are charged through the cash 
book to the Consignments account, and individually to the 
consignors* accounts. 

§197. Mortgages Payable. 

MORTGAGES PAYABLE 



Debit : 

With payments made on ac- 
count of the principal of 
mortgages issued or assumedr 



Credit : 

With the principal of mort- 
gages issued or assumed. 



The balance of this account is a liability, and represents the 
amount due on the principal of mortgages issued or assumed. 



§198. Individual Owner's Capital. 

INDIVIDUAL OWNER'S CAPITAL 



Debit : 

With any withdrawals of 
the moneys formerly invested 
and credited to this account. 

At the close of a fiscal pe- 
riod with the net loss, pro- 
vided the proprietor wishes it 
charged against his investment 
instead of allowing it to re- 
main as a debit balance to 
Profit and Loss account. 

With the balance of his 
private account at the close of 
each fiscal period, provided it 
shows a debit balance. 



Credit : 

With the moneys invested 
by the proprietor of the busi- 
ness. 

With additional investments, 
including any net profits 
which he may authorize to be 
credited to his account instead 
of withdrawing them or leav- 
ing them to accumulate in the 
Profit and Loss account. 



The balance of this account at the close of the fiscal period 
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should represent the net worth of the business, provided the 
balance of the Profit and Loss account is transferred to this 
account. It is always advisable to keep the proprietor's Cap- 
ital account entirely separate from his Private Drawings ac- 
count. An account should be kept for the purpose of show- 
ing on the debit side all moneys withdrawn by the proprietor 
for his personal use. He may decide to have a certain amount 
credited to his private account (and this term is synonymous 
with Drawings account) each month, to cover the services he 
renders to the business. The offsetting debit would be to 
Expense account, and represents the salary which the busi- 
ness pays to the proprietor. He might wish this paid to him 
each month, or he might prefer to draw moneys from time 
to time as needed. In either case, the amounts paid to him 
by the business should be debited to his private account. If 
he takes any merchandise for private use, that should be deb- 
ited, at cost, to his private account. At the close of the fis- 
cal period his private account may be carried forward as an 
asset or liability to the business, as the case may be, depend- 
ing on whether the business owes him or he owes the busi- 
ness; or it may be closed into his capital account if he so 
elects. 

In the case of a partnership, a capital account and a private 
account should be opened with each partner. The functions 
of these two classes of accounts are identical with the func- 
tions of the individual proprietor's private account and capi- 
tal account. 

In case an adjustment is made which affects the income 
or expenses of a prior fiscal period, it is advisable to keep 
the adjustment out of the current operating accounts, and 
pass it through the proprietor's Capital account, or the part- 
ners' Capital accounts, as the case may be. This plan is 
consistent with the plan of handling adjustments in the cor- 
porate bookkeeping, where all adjustments applicable to a 
prior period are passed through a Surplus account 
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§199. Profit and Loss Account. 



PROFIT AND LOSS 



Debit : 

At the close of each fiscal 
period with the balance of all 
expense accounts. 

With the balance of all 
other profit and loss accounts 
which show a debit balance. 



Credit: 

At the close of each fiscal 
period with the gross profit on 
sales. (At this time debit 
Trading account when profits 
are ascertained at the close of 
a fiscal period, and debit Sales 
account when profits are as- 
certained monthly.) 

At the close of each fiscal 
period with the balance of any 
profit and loss accounts show- 
ing credit balances. 



The balance of this account at the close of the fiscal period 
should be transferred to Surplus in the case of a corporation. 
In the case of a partnership or individual owner, the balance 
of this account should be transferred to the Capital account 
or accoimts, as the case may be. 

The Profit and Loss account is purely a statistical one and 
should not be used as a current account except in rare cases. 
The purpose of a Profit and Loss account is to g^oup into it 
the balance of all profit and loss accounts, thus causing those 
accounts to balance and to bring into this account their net 
results. Having brought the net results of all profit and loss 
accounts into this account, it is obvious that at the close of 
a fiscal period the balance of this account will show the net 
results from operations. This net result should always be 
disposed of. If it is a debit result, it should diminish the 
surplus if a corporation, or the investment in the case of part- 
nership or individual ownership. A debit result is called a 
deficit, and a credit result is called surplus. If the account 
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shows a net profit, it should be added to the surplus in the 
case of a corporation, or be credited to the Capital accounts 
in the case of a partnership, according to the terms of the 
partnership agreement; or to the Capital account of the pro- 
prietor in the case of individual ownership. 

In case of an adjustment which affects the expenses or 
profits of a previous period,, it should not be made through 
any of the operating accounts of a current fiscal period, but 
instead it should be passed through the Surplus account, in 
the case of a corporation, or through the Capital account or 
accounts, in case of an individual ownership or partnership. 
In other words, the bookkeeper must constantly strive to enter 
in the current fiscal period only those items of revenue and 
expense which apply directly to the period. 



Chapter XXIII 



DISTINCTIVE MANUFACTURING ACCOUNTS 
FIXED ASSET ACCOUNTS 

§200. Machinery and Equipment. 

MACHINERY AND EQUIPMENT 



Debit : 

With the cost of machinery 
and equipment purchased. 

With the cost of additions 
or alterations to any article 
charged to this account, pro- 
vided that its efficiency or 
value is correspondingly in- 
creased. 

With the cost of any item 
of machinery or equipment, or 
material part thereof, pur- 
chased to take the place of 
some item previously debited 
to this account. (At this time 
the original cost of the ma- 
chinery or equipment replaced 
should be credited to this ac- 
count and debited to Reserve 
for Depreciation of Machin- 
ery and Equipment account, or 
to Surplus account if no re- 
serve is set aside.) 



Credit : 

With the cost of any article 
disposed of, provided it has 
been previously debited to this 
account. (In case it is sold 
the difference between the 
amount realized from the sale 
and the amount at which it 
was debited to this account 
should be debited to Reserve 
for Depreciation of Machin- 
ery and Equipment account, or 
to Surplus account if a reserve 
is not set aside. If the article 
is discarded or destroyed the 
entire cost should be charged 
against the reserve, or to Sur- 
plus account, as the case may 
be.) 



The balance of this account is an asset, and should repre- 
sent the cost of machinery and equipment on hand. 

It is not good practice to credit any fixed asset account 
with the amount charged off for depreciation. Where this 
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is done the balance of the account is supposed to show the 
present value of the machinery and equipment, instead of the 
cost. All fixed assets accounts should be kept so that their 
balance represents the cost of the fixed assets on hand. The 
amount written off for depreciation should be credited to the 
proper reserve account, which is kept separately for statis- 
tical purposes. If the balance of the reserve accounts be de- 
ducted from the balance of their correlated fixed asset ac- 
counts, the difference is supposed to represent the present 
value of the fixed assets to the business as a going concern. 

It is not advisable to include in Machinery and Equipment 
account items of small tools. On the other hand, it would 
hardly be correct to state that Machinery and Equipment ac- 
count should be confined entirely to stationary machinery. 
It is well, however, to include therein only those items which 
have a life of two years or more, and which would ordinarily 
be understood as belonging under the classification of ma- 
chinery and equipment; e, g., boilers, engines, dynamos, 
motors, stationary machines, scales, hangers, shelving, shaft- 
ing, pulleys and belting for the main lines, etc. 

If labor is expended on any fixed asset and the value of 
that fixed asset is thereby increased, then the cost of that 
labor should be debited to the proper fixed asset account, and 
the cost of the thing thus improved should be increased in 
the analysis of fixed assets book. 

§201. Going Inventory of Fixed Assets. 

In every business there should be maintained by the book- 
keeping department a going inventory of all fixed assets. 
After it is once established it is a very simple matter to keep 
it, because the fixed assets accounts are not active. An 
ordinary journal serves the purpose of a going inventory of 
fixed assets provided one does not wish to have a book spe- 
cially made for the purpose. This going inventory may be 
properly termed an analysis of fixed assets. On the left 
page of the record should be entered the following informa- 
tion with regard to each article on hand;^-date of purchase, 
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description of article, from whom purchased, cost and num- 
ber of the article, if it has one. It is advisable to give each 
machine and other suitable article a number, and to give 
metal tags made and numbered to correspond so that the 
proper numbers can be permanently attached to the differ- 
ent items inventoried. This assists greatly in checking up 
the articles against the book record at the close of each fiscal 
period, or as often as it is deemed advisable. 

It is necessary to sectionalize this going inventory to cor- 
respond with the general ledger accounts kept with fixed as- 
sets; e. g.j one section should be devoted to machinery and 
equipment, another to stable equipment, another to small 
tools, another to office equipment, and so on. It is well to 
group the articles in each section according to the different 
rooms or departments. When an article is taken out of a 
fixed asset account, an entry should be made on the right- 
hand page of the record on a line opposite the particular item 
in question, showing the date it was disposed of, how or to 
whom disposed of, the way it was disposed of, the number 
of the article, and the cost. The difference between the sum 
totals of the two sides of the different sections should agree 
with the balance of the corresponding general ledger ac- 
counts. Such a record as this is almost indispensable in 
good bookkeeping as it affords a ready index to the cost of 
every article debited to a fixed asset accoimt (excluding the 
Buildings and Land accounts) and enables the management 
to ascertain readily at any time the cost of a particular fixed 
asset, when it was acquired, from whom it was acquired, 
and such other information as may be desired. 

§202. Verification of Machinery and Equipment Account. 

If a bookkeeper is not required to maintain an analysis of 
fixed asset accounts he is apt to get careless in his classifica- 
tion, and very often charge to Machinery and Equipment ac- 
count items that should go to Expense, or vice versa. Then 
the Machinery and Equipment account shows a balance that 
can not be analyzed or verified in any way. Yet, notwith- 
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Standing this fact, and the fact that the fixed assets of a manu- 
facturing business represent a very large part of the total 
assets, many auditors, without any really accurate verifica- 
tion of values, render a certified report stating that in their 
opinion the assets are shown at their "true value," or "fair 
value," or "conservative value," depending on the phraseol- 
ogy of the report. They make this statement at times with- 
out even attempting to find out whether the account is in 
agreement with the actual facts, or base it on such an analy- 
sis of the accounts as they are able to make. 

The only way that the balance of Machinery and Equip- 
ment account can be verified is by taking a physical inventory 
of the machinery and equipment on hand, ascertaining its 
cost, and then setting up a proper amount for depreciation 
based upon the probable age of the machines, and the time 
that they have been owned by. the business. Any other at- 
tempt to verify the book figures of these important assets, 
results in a mere estimate, and the sooner the public voice 
their protest against such methods, the sooner the professional 
accountant and the business man will be forced to recognize 
the importance of keeping the records of fixed assets properly 
and of reporting upon fixed asset accounts in such a manner 
as to convey common-sense facts rather than ambiguous 
qualifications. Any concern whose stock is held by the pub- 
lic, and which issues a financial report showing all fixed as- 
sets grouped under one head called "Plant," should be looked 
upon with suspicion, because that term often covers not only 
"a multitude of sins," but a goodly amount of "water" as 
well. There must be a reason on the part of the manage- 
ment for the use of such a term and the mere fact of its 
use should be a reason on the part of the public for a pro- 
test. 

§203. Repairs and Replacements of Machinery and Equip- 
ment. 

It is often very difficult to distinguish between a repair and 
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a replacement. A reserve for depreciation contemplates 
that the fixed assets to which it relates will be kept in proper 
repair, and that such repairs will not be charged against the 
amount reserved for depreciation. The cost of maintaining 
such fixed assets in repair is chargeable to the proper operat- 
ing accounts. In the case of a manufacturing business the 
repairs to machinery and equipment are chargeable to Manu- 
facturing Expenses account. The charges for maintaining 
the factory buildings are chargeable to Maintenance of Real 
Estate account. The cost of maintaining an office equip- 
ment is chargeable to General Administrative Expenses ac- 
count 

On the other hand, an article purchased to replace an ar- 
ticle already charged to a fixed asset account should be debited, 
to the proper fixed asset account, and the cost of the article 
replaced should be credited to the same account and debited 
to the proper reserve account, or to Surplus account if no re- 
serve is provided. This establishes a consistent rule with re- 
spect to fixed asset accounts as follows, — Always take out of 
the Axed asset account the thing replaced, and take into the 
fixed asset account the thing purchased to take its place. In 
this way the cost of the things on hand will always be in- 
cluded in the balance of the fixed asset accounts. 

Of course this rule does not mean that a petty part re- 
placed must be handled in this way, and herein lies the diffi- 
culty in distinguishing between a replacement and a repair. 
A repair is very often a replacement and it is often a matter 
of opinion and choice on the part of the bookkeeper as to 
whether a thing will be handled as a replacement or as a 
repair. . . 

No fixed rule can be given to govern such cases. If the 
entire machine is replaced by another machine, it is obvious 
that the old one should come out and the new one go in the 
fixed asset account. It would, however, usually be impos- 
sible for a bookkeeper to ascertain the original cost of a cer- 
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tain part of a machine that requires replacing if that machine 
was originally bought in its entirety. If a part that cost, 
say, over $5, was replaced, it is advisable to regard the ex- 
penditure as a replacement and charge it against Reser\'e for 
Depreciation of Machinery and Equipment. If a part cost- 
ing less than $5 is replaced, it might be well to charge that 
cost as a repair. In other words, it is not a good plan to 
be too free in charging items against the reserve account. 
That account should be capable of being readily analyzed, 
and a bookkeeper should exercise his best judgment in hand- 
ling its debits. When an expenditure is made for the main- 
tenance of a fixed asset, it is advisable that such expenditure 
be charged as an operating expense. 

§204. Reserve for Depreciation of Machinery and Equip- 
ment. 

RESERVE FOR DEPRECIATION OF MACHINERY 

AND EQUIPMENT 



Debit : 

With the cost of all ma- 
chines or material parts thereof 
replaced. (At this time 
credit Machinery and Equip- 
ment account.) 

With the difference between 
the cost and amount realized 
from the sale of any article 
debited to Machinery and 
Equipment account and subse- 
quently disposed of. 

With the cost of any article 
debited to Machinery and 
Equipment account and subse- 
quently destroyed or dis- 
carded. 



Credit: 

At the close of each month 
or fiscal period, whichever it 
may be, depending on how 
often profits are ascertained, 
with the proper proportion of 
the estimated annual deprecia- 
tion. (At this time debit 
Manufacturing Expenses ac- 
count.) 



The balance of this account should represent the available 
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amount reserved from profits, either realized or prospective, 
for replacement of machinery and equipment, and should be 
shown in the balance sheet as a deduction from the cost of 
machinery and equipment owned, in order to show their pres- 
ent value to the business as a going concern. 

§205. Small Tools. 

SMALL TOOLS 



Debit : 

With the cost of small mov- 
able tools the life of which is 
less than, say, two years ; e, g., 
movable implements such as 
are used in the tool room and 
in the machine shop, movable 
scales, trucks, time recording 
devices, etc. (Such small 
items as baskets and hampers, 
mops, brooms, shovels, etc., 
should be classed as factorv 
supplies.) 



Credit : 

(At the close of each fiscal 
period it is advisable to make 
a physical inventory of all 
small tools, and the difference 
between the cost of those on 
hand and the balance of this 
account should be charged off 
to manufacturing expenses. 
The life of small tools varies 
so widely, and so many are 
broken and lost, that it is not 
practicable to set aside a peri- 
odical reserve for their depre- 
ciation. It is an excellent 
practice to set aside a section 
of the record known as "Anal- 
ysis of Fixed Assets," for the 
purpose of keeping therein an 
analysis of the Tools account. 
In this way the results of the 
inventory can be compared 
with this record for the pur- 
pose of finding out which 
tools, if any, are missing, and 
of checking the loss, if exces- 
sive.) 



The balance of this account 
sent at the close of each fiscal 



is an asset, and should repre- 
period the cost of small tools 
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on hand. Theoretically this is not as it should be, because 
some of the tools on hand may be two or three years old, 
and, therefore, should not be carried at their cost. This 
theoretical objection is outweighed by the practical advan- 
tages to be gained. At the close of each fiscal period the 
cost of all tools not disclosed by the physical inventory should 
be taken out of the account and those which are on hand al- 
lowed to remain at cost in order that this account may cor- 
respond with the details shown in the "Analysis of Fixed As- 
sets" book. The cost of replacement at any one time is 
not sufficient to disturb the profits for comparative purposes, 
and usually the total amount invested in small tools is not 
sufficiently large to warrant a reserve being set aside. 

§ao6. Patterns. 

PATTERNS 



Debit : 

With cost of stock patterns 
manufactured or otherwise ac- 
quired. 

(If a pattern is made for 
some particular job its cost 
should be included in the pro- 
duction cost of that job.) 

(When patterns are manu- 
factured by the business that 
uses them, each one manufac- 
tured should be given a sep- 
arate production order num^ 
ber, and the cost of manufac- 
turing them should be arrived 
at through the Production 
Order Method. See Chapter 
XXVII.) 



Credit : 

With cost of stock' patterns 
considered worthless. (A 
pattern may become worthless 
by reason of wear and tear, or 
by becoming obsolete, or be- 
cause there is no longer a de- 
mand for the particular goods 
for which it is used. When 
a pattern is no longer used, 
it ceases to be of value and 
should not be carried as an as- 
set thereafter. The cost price 
of all patterns written off 
should be charged to Manu- 
facturing Expenses account.) 



The balance of this account, 
cost of usable patterns on hand, 

It is advisable to maintain a going inventory of patterns. 



if any, should represent the 
and is an asset. 
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This is best accomplished by keeping a book for the purpose 
of entering in it the following data with regard to each pat- 
tern; — date of acquirement, from whom purcliased (or pro- 
duction order number if made by the business), pattern num- 
ber, and cost. This information may be entered on the left- 
hand page of an ordinary record book. At the close of each 
fiscal period the stock of patterns should be examined and 
checked against the pattern book. Any patterns that have 
become worthless should be separated from the usable pat- 
terns, and an entry should be made in the pattern book on 
the right-hand page, opposite the proper pattern numbers, 
showing the date, of writing off, the number of the pattern 
written off, the reason why it is written off, and the cost. 
The cost price of all patterns written off should be credited 
to Patterns account and charged to Manufacturing Expenses 
account. 

In case of a business where monthly profits are ascer- 
tained, this one item of manufacturing expenses will not be 
included in the monthly cost but only in the costs for the 
whole fiscal period. The amount charged at the close of a 
six months' period will not seriously affect the cost figures. 
As a matter of fact the cost figures at the close of each fiscal 
period should be considered as being absolutely correct, 
whereas the monthly figures, while not absolute, should be 
sufficiently correct to serve their purposes. 

§207. Patent Rights. 

PATENT RIGHTS 



Debit : 

With the cost of acquiring 
patent rights. (This cost 
may include moneys disbursed 
for necessary services, such as 
those of mechanical engineers 
and draftsmen, for legal fees, 
for models, and in fact any 



Credit : 

At the close of each fiscal, 
period, or monthly, if the prof- 
its are ascertained monthly, 
with the proper proportion of 
the cost of patents based on 
the time which they have to 
run. (The age of a patent is 
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PATENT RIGHTS (Continued) 



Debit: 

item of expense necessarily 
incurred in procuring a pat- 
ent.) 

With the cost of patent 
rights purchased. 



Credit : 

seventeen years, and therefore 
one-seventeenth of the cost 
should be written off annually, 
or one-twelfth of that amount 
monthly. If a patent is ac- 
quired after it has been run- 
ning for a period of years, the 
cost should be written off over 
the number of years which it 
still has to run. When this 
account is credited, Manufac- 
turing Expenser ac c o u n t 
should be debited, if the books 
are those of a manufacturing 
business.) 



The balance of this account is an asset, and represents that 
proportion of the total cost of patents which applies to the 
number of years they have to run. In other words it is the 
unexpired cost of patents in force. 

Of course, at the end of the life of a patent an extension 
may be secured or modifications may possibly be made, and 
a monopoly of the right may be enjoyed for a further period, 
and so on. Also by reason of the patent, a good will may 
have been developed which exceeds in value many times the 
cost of the patents controlled. However, neither argument 
justifies the practice of not writing off the patent during its 
original life. These conditions cannot be known in ad- 
vance, and while it is true that they may exist, they should 
not be taken on the books. Their existence manifests itself 
in the earnings, and at the time the business is sold, if that 
should occur, they are taken into account at their full value. 
The conservative policy is to write off the patents so that 
at the expiration of seventeen years, their cost will have been 
entirely eliminated from the assets. 



Chapter XXIV 

DISTINCTIVE MANUFACTURING ACCOUNTS (Con- 

tinued) 

PAY ROLL, MANUFACTURING EXPENSES, AND 

FACTORY SUPPLIES 



§208. Pay Roll. 



PAY ROLL 



Debit: 

With moneys paid for all 
wages and salaries. 



Credit : 

At the close of each month 
with the cost of services ren- 
dered by all officers and em- 
ployees for the month. (At 
this time debit Manufacturing 
account, Manufacturing Ex- 
penses account, Selling Ex- 
penses account, and General 
Administrative Expenses ac- 
count; also any asset accounts 
which are affected as a result 
of services rendered by em- 
ployees of the production de- 
partment.) 



The balance of this account is a liability, and represents 
labor costs accrued and not due. 
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The factory pay roll is sometimes kept separate from the 
general pay roll. In such case, the factory pay roll would 
include the wages of all persons employed in the factory, 
excepting, perhaps, the superintendent. His salary might be 
included in the general pay roll, which would include the sal- 
aries of the officers, office help, etc. 

It is customary in the manufacturing business to hold back 
from two to six days' pay. This means that if the pay-day 
should fall upon the last day of the month, or the last day 
of the fiscal period, there would be from two to six days' 
labor accrued but not due. Consequently, it is advisable to 
charge all moneys disbursed for pay roll purposes to this 
account, and to credit it with the cost of services actually 
rendered during a month. 

When the production order method of costing is in use 
(see Chapter XXVII) the bookkeeping department should 
distribute the productive labor of each operator over the dif- 
ferent jobs. This is conveniently done through a specially 
designed pay-roll-distribution book. The lost time can be 
summarized from day to day, as can also the cost of labor 
devoted to repairs and the other standing shop orders. 

At the end of each month Manufacturing accoimt should 
be debited with the total cost of productive labor; Manufac- 
turing Expenses with the cost of lost time, non-productive 
labor, and labor devoted to repairs and maintenance; Sell- 
ing Expenses with the monthly salaries of the employees of 
the selling department; and General Administrative Expenses 
with the monthly salaries of all officers or employees whose 
services are of too general a nature to be charged to any 
other account. Pay Roll account should be credited with the 
sums of these debits, and such credit should represent the 
total cost of services rendered by all officers and employees 
during the month. 

The labor cost of piece work may be summarized from 
day to day and charged to the proper jobs or processes at the 
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close of a week or a month, as the case may be, at which 
time Pay Roll account should be credited. 



§209. Manufacturing Expenses. 



MANUFACTURING EXPENSES 



Debit : 

At the close of each month 
with the total cost of all man- 
ufacturing expenses appli- 
cable to the month; e. g., lost 
time, non-productive labor, 
net maintenance of real estate 
if the factory buildings are 
owned by the business, or 
rent if they are not, power, 
heat, lighting, factory sup- 
plies used, repairs to machin- 
ery and equipment, depreciation 
of machinery and equipment, 
insurance on machinery and 
equipment, etc. 

At the close of each fiscal 
period with the cost of tools 
and patterns lost, destroyed, or 
otherwise disposed of. 



Credit : 

With any adjustments de- 
signed to diminish the debits 
per other side. 

At the close of each month 
if monthly profits are ascer- 
tained, otherwise at the close 
of each fiscal period, with the 
balance of this account. (At 
this time debit Manufacturing 
account.) 



When a going inventory is maintained, this account is 
closed each month into the Manufacturing account; other- 
wise it is closed only at the end of each fiscal period. 

A comparative monthly analysis of the debits to this ac- 
count should be maintained, so that its composition may be 
readily ascertained by the management when desired. 
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§aio. Factory Supplies. 

FACTORY SUPPLIES 



Debit : 

With cost of factory sup- 
plies purchased, such as coal, 
coke, waste, oils, brooms, 
shovels, hammers, saws, small 
repair parts, electrical sup- 
plies, etc. 

With cost of freight inward 
on above purchases. 



Credit : 

When a perpetual inventory 
is maintained, credit this ac- 
count at the close of each 
month with the cost of fac- 
tory supplies used. (At this 
time debit Manufacturing Ex- 
penses account.) 

With the cost of supplies 
purchased and subsequently 
returned. 

(When profits are ascer- 
tained only at the close of each 
fiscal period, deduct from the 
balance of this account the 
cost of factory supplies on 
hand as per inventory. The 
diflference should represent the 
cost of factory supplies used, 
and should be debited to Man- 
ufacturing Expenses account 
and credited to Factory Sup- 
plies account.) 



If profits are ascertained monthly, the balance of this ac- 
count, after its credit at the close of each month with cost 
of supplies used, is an asset, and represents the cost of fac- 
tory supplies on hand. At any other time, it represents the 
cost of supplies on hand at the beginning of the month or 
current fiscal period as the case may be, plus the cost of sup- 
plies purchased subsequent to that time. 

When a going inventory is maintained, a section of the 
stock ledger should be devoted to factory supplies. A stock 
account should be kept with each item of supplies purchased 
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in quantities; e, g,, coal, coke, oils, waste, short-life tools and 
utensils, etc. If all supplies except those used for fuel, can 
be placed in the custody of a stock clerk, it is much the better 
plan. The stock clerk should issue supplies only on requisi- 
tions OK'd by the proper authorities. Then the bookkeep- 
ing department can, from the requisitions presented to the 
stock clerk, ascertain the quantities used. When the supplies 
are not handled exclusively by a stock clerk, it is difficult to 
ascertain accurately the quantities used. Under such con- 
ditions, about the only feasible plan is to take an inventory. 

The quantity of coal consumed should be reported at the 
close of each month by the engineer. 

At least once each year a careful inventory of the sup- 
plies on hand should be made. At this time, any differences 
between the results and the going inventory figures should 
be adjusted through the Manufacturing Expenses account. 
If the difference is excessive, an investigation should be made 
with a view to locating the cause and the necessary steps be 
taken to prevent further abnormal discrepancies. 



Chapter XXV 

DISTINCTIVE MANUFACTURING ACCOUNTS (Con- 

tinued) 

MATERIALS, MANUFACTURING, AND PRODUCTS 



§211. Raw Materials (When a Perpetual Inventory is Not 
Maintained). 

- RAW MATERIALS 



Debit : 

At the beginning of business 
with the cost of raw materials 
on hand, if any. 

With the cost of raw mate- 
rials, finished parts, cases, 
labels, cartons, linings, barrels, 
etc., purchased for the pur- 
pose of being made into fin- 
ished products. 

With freight inward on 
goods purchased and debited 
to this account. 



Credit : 

With goods debited to this 
account and subsequently re- 
turned. 

With cost of goods debited 
to this account and subse- 
quently destroyed or otherwise 
disposed of. 

(At the close of each fiscal 
period the cost of raw mate- 
rials on hand as per inventory 
should be deducted from the 
balance of this account, and 
the difference, representing 
raw materials used during the 
fiscal period just closed, 
should be credited to this ac- 
count and debited to Manufac- 
turing account.) 



The balance of this account at the close of a fiscal period, 
after it has been credited with the cost of raw materials used, 
is an asset, and represents the cost of raw materials on hand. 
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At the close of any month, the balance of this account should 
represent the net purchases of raw materials, plus the in- 
ventory at the beginning of the current period. 

It must be understood that the term "Raw Materials" in- 
cludes all those things purchased which are to be converted 
into finished products. This naturally includes the things 
used in the manufacture of parts which ultimately find their 
way into the finished products. Everything that can be 
traced directly into the finished products should be debited to 
this account. 

• 

§2ia. Manufacturing (When a Perpetual Inventory is Not 
Maintained). 

MANUFACTURING 



Debit : 

With the cost of goods in 
process of manufacture at the 
beginning of business, if any. 

With the cost of productive 
labor, weekly or monthly, de- 
pending on when the pay roll 
is distributed. 

At the close of each fiscal 
period with the cost of raw 
materials used. (At this time 
credit Raw Materials account.) 

At the close of each fiscal 
period with the balance of 
Manufacturing Expenses ac- 
cotmt. (At this time credit 
that account.) 



Credit : 

With any adjustment which 
diminishes the debits to this 
account. 

(At the close of each fiscal 
period the cost of goods in 
process of manufacture as per 
inventory, should be deducted 
from the balance of this ac- 
count, and the difference should 
be credited to this account and 
debited to Finished Products 
account.) 



The balance of this account, after it has been credited with 
finished products, at the close of a fiscal period is an asset, 
and should represent the cost of goods in process of manu- 
facture. At the close of a month the balance of this account 
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has very little meaning. It consists of the inventory at the 
beginning of the current fiscal period, plus the cost of pro- 
ductive labor charged. 

§2x3. Finished Products (When a Perpetual Inventory is 
Not Maintained). 

FINISHED PRODUCTS 



Debit : 

At the beginning of busi- 
ness, with the cost of finished 
products on hand, if any. 

At the close of each fiscal 
period with the balance of the 
manufacturing account, less 
the inventory of goods in 
process. (At this time credit 
Manufacturing account.) 



Credit : 

With any adjustments de- 
signed to diminish the debits 
to this account. 

(At the close of each fiscal 
period the cost of finished 
goods on hand as per inven- 
tory, should be deducted from 
the balance of this account, 
and the difference, represent- 
ing the cost of goods sold, 
should be credited to this ac- 
count and debited to Trading 
account.) 



The balance of this account at the close of a fiscal period, 
after credit of goods sold during the period, is an asset, and 
represents the cost of finished goods on hand. At the close 
of a month, the balance is the inventory of finished goods on 
hand at the beginning of the current fiscal period. 

As stated above, the Trading account should be debited 
with the cost of finished products disposed of. It should be 
credited with the net sales, i. e., the balance of the Sales ac- 
count. The balance should then represent the gross profit on 
Sales, and should be transferred to the Profit and Loss ac- 
count. If desired, a separate account may be kept with In- 
ventory of Finished Goods. It should be handled exactly as 
is the Inventory account in mercantile bookkeeping. 
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§214. Sales of Finished Products (When a Perpetual In- 
ventory is Not Maintained). 

SALES OF FINISHED PRODUCTS 



Debit : 

With the selling price of 
goods sold to customers and 
subsequently retu r n e d by 
them. 

(At the close of each fiscal 
period the balance of this ac- 
count should be transferred to 
Trading Account and should 
represent net sales.) 



Credit : 

At the close of each month 
with the amount of sales of 
finished goods for the month. 



§215. Raw Materials (When a Perpetual Inventory is Main- 
tained). 

RAW MATERIALS 



Debit : 

At the close of each month 
with the cost of raw materials, 
finished parts, cases, labels, 
cartons, linings, barrels, etc., 
purchased for the purpose of 
being made into finished prod- 
ucts. 

With the cost of freight in- 
ward on all purchases debited 
to this account. 



Credit : 

At the close of each month 
with the cost of all items deb- 
ited to this account which are 
subsequently requisitio n e d 
from the stock room for the 
purpose of being converted 
into finished products. 

With the cost of raw mate- 
rials purchased but subse- 
quently returned. 

With the cost of raw mate- 
rials destroyed or damaged. 
(At which time Profit and 
Loss account, or Damaged 
Stock account should be deb- 
ited.) 
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The balance of this account after the proper entries have 
been made at the close of each month is an asset, and should 
represent the cost of raw materials on hand. The result of 
a trial balance made up from that section of the stock ledger 
devoted to raw materials, should agree with the balance of 
this account. 

§216. Perpetual Inventory of Raw Materials. 

It must be understood that a going inventory of raw ma- 
terials requires that a stock account be kept with each kind, 
grade, style, or size of raw material carried in stock. A 
loose-leaf stock ledger is preferable to a bound book. Each 
bill covering a lot of raw materials purchased goes to the 
clerk who keeps the stock ledger, after the goods are re- 
ceived. This clerk enters each item on the debit side of 
the proper account, according to the following order, — date, 
from whom purchased, quantity, price per unit, and cost. 
It will thus be seen that the accounting principles involved in 
the handling of the stock accounts differ in no wise from 
those involved in the handling of any other group of sub- 
sidiary accounts, such as Accounts Receivable accounts, Ac- 
counts Payable accounts, etc. It is customary, when pos- 
sible, to place raw materials, factory supplies, manufactured 
parts, and finished products, in the custody of stock clerks. 
Where it is not convenient to keep all supplies in one place, 
it is necessary to have a stock room for each department of 
a factory and in such case there should be a stock clerk in 
charge of each stock room. 

As the raw materials are required by the superintendent 
or a foreman, as the case may be, they are secured on requisi- 
tion ; t. e., a requisition blank is made out giving a description 
of each lot of raw materials desired, and showing for what 
the materials are to be used. If they are for a certain job, 
the production order number (see §239) is shown on the 
requisition; if they are to be used in a certain process, that 
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process is stated, if that information is required by the book- 
keeping department. The stock clerk is not allowed to g^ve 
out any raw materials except on requisitions OK'd by the 
proper authority. At the end of the day, the stock clerks 
deliver to the bookkeeping department all requisitions which 
they have received. These requisitions are turned over to 
the clerk, or clerks, in charge of the stock ledgers. 

There are two methods of entering these requisitions in 
the stock ledger. One method is to summarize the requisi- 
tions on loose sheets of paper, each sheet being headed with 
the name of a certain raw material. The quantity of each 
kind of material requisitioned, as per the requisition slips, 
is recorded on the proper summary sheets, together with the 
numbers of the requisitions. At the end of each month the 
total quantities of raw materials shown by the footings of 
the sheets are transferred to the credit side of the respective 
raw material accounts in the stock ledger. The simimary 
sheets are filed away alphabetically according to the sections 
of the stock ledger, and the requisitions are filed away numer- 
ically. This method requires but one entry on the credit 
side of a raw material account in the stock ledger each month. 

The other method does away with the summary sheets, 
the daily quantities of raw materials requisitioned being en- 
tered direct on the credit side of the proper raw material ac- 
counts in the stock ledgers. The entries should be made ac- 
cording to the following order, — date, requisition number, 
quantity, price per unit, cost. 

Under either of the methods described, the total cost of 
all raw materials requisitioned during the month is the 
amount used in making the first credit entry referred to 
under Raw Materials account. 

From day to day the requisitions for raw materials are 
debited in the cost ledger (see §238) to the proper account, 
as indicated by the production order numbers, provided the 
production order method of costing is in use. Where the 
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process method of costing is in use (see Chapter XXVIII), 
the cost of all raw materials used is summarized from the 
requisitions each day, according to the process or lot in- 
volved. 

It is advisable to include freight inward in the cost of raw 
materials. This often makes it necessary to carry the price 
per unit out to four or five places. This should always be 
done although it entails considerable extra work. 



§2x7. Manufactured Parts (When a Perpetual Inventory is 
Maintained). 

MANUFACTURED PARTS 



Debit : 

At the close of each month 
with the cost of manufactured 
parts finished. (At this time 
credit Manufacturing a c- 
count.) 



Credit : 

With the cost of manufac- 
tured parts sold, or otherwise 
disposed of. 

With the cost of manufac- 
tured parts requisitioned from 
stock for the purpose of be- 
ing used in the manufacture 
of finished products. (At 
this time debit Manufacturing 
account.) 



The balance of this account is an asset, and represents the 
cost of manufactured parts on hand. It should agree with 
the result of a trial balance taken from that section of the 
stock ledger devoted to Manufactured Parts. 

Some accountants prefer to merge this account with the 
Manufacturing account. It seems desirable, however, to 
keep the manufactured parts separately, especially where they 
are sold from time to time. A manufactured part is handled 
exactly like a finished product when arriving at its cost of 
production. 
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§218. Manufacturing (When a Perpetual Inventory is 
Maintained). 

MANUFACTURING 



Debit : 

At the close of each month 
with the cost of raw materi- 
als, finished parts, cases, 
labels, cartons, linings, etc., re- 
quisitioned from stock for the 
purpose of being converted 
into finished products. (At 
this time credit Raw Materi- 
als account.) 

At the close of each month 
with the cost of manufactured 
parts used. (At this time 
credit Manufactured Parts ac- 
count.) 

At the close of each month 
with the cost of productive la- 
bor applicable to the month, as 
per the analysis of pay roll. 
(At this time credit Pay Roll 
account — see §208.) 

At the close of each month 
with the balance of Manufac- 
turing Expenses ac c o u n t. 



Credit : 

At the close of each month 
with any adjustments which 
diminish the debits of this ac- 
count. 

At the close of each month 
with the cost of goods finished 
during the month. (At this 
time debit Finished Products 
account, or Manufactu red 
Parts account, as the case 
may be.) 

With the cost of any goods 
destroyed during the process 
of manufacture. (At this 
time debit Profit and Loss ac- 
count, or Loss on Defective 
Work — if there is sufficient 
loss to justify such an ac- 
count.) 



The balance of this account is an asset, and after the en- 
tries at the close of each month, should represent the cost of 
goods in process of manufacture. 

Of course, no perpetual inventory is maintained for the 
goods in process. At the close of each month the quantity 
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of each class of goods finished should be transferred from 
Manufacturing account to the debit side of the proper fin- 
ished goods account in that section of the stock ledger de- 
voted to finished products, or, if they consist of parts, to the 
debit side of the proper manufactured parts accounts kept in 
that section of the stock ledger devoted to manufactured 
parts. Reports of goods finished should be forwarded to 
the bookkeeping department each day. When goods are 
manufactured on special order, a Finished Products account 
is unnecessary. 

The daily reports of goods ifinished should be summarized 
at the close of a month in order to ascertain the total quan- 
tity of each kind of goods produced during the month. Only 
the monthly totals need be taken into the stock ledger ac- 
counts after the cost of production has been ascertained from 
the bookkeeping records. 

When using the 'Trocess" method of costing, it is often 
necessary to have made, at the close of each month, an in- 
ventory of the quantity of raw materials included in the 
goods in process. Making such an inventory is explained in 
Chapter XXVIII, "The Process Method." 

§219. Finished Products (When a Perpetual Inventory is 
Maintained). 



FINISHED PRODUCTS 



Debit : 

At the close of each month 
with the cost of goods finished 
and ready for shipment. (At 
this time credit Manufacturing 
account.) 

With the cost of finished 
goods sold and subsequently 
returned by customers. 



Credit : 

At the close of each month 
with the cost of finished prod- 
ucts sold, or otherwise dis- 
posed of. 
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The balance of this account is an asset, and, after the 
monthly entries are made, represents the cost of finished 
products on hand. It should agree with the result of a 
trial balance taken from that section of the stock ledger which 
is devoted to finished products. 

The stock clerk should enter on the debit side of the proper 
finished goods account in the stock ledger at the close of 
each month, the quantity of each class of finished goods com- 
pleted during the month. These monthly totals may be ar- 
rived at by summarizing from the daily reports of goods 
finished. The cost per unit of production cannot be entered 
by the stock clerk until the production cost is figured. 

The sales of finished goods may be entered by the stock 
clerk on the credit side of the proper stock accounts either 
daily or at the close of each month, depending on whether 
summary sheets are used. 



§220. Sales of Finished Products (When a Perpetual In- 
ventory is maintained.) 

SALES OF FINISHED PRODUCTS 



Debit : 


Credit : 


At the close of each month 


At the close of each month 


with the total cost of finished 


with the total sales of finished 


products sold. (At this time 


products. 


credit Finished Products ac- 




count.) 





The balance of this account, after the proper entries are 
made at the close of each month, should represent the gross 
profit on sales of finished products since the close of the last 
fiscal period. 

It is advisable to handle the returns of finished products by 
customers in the manner suggested under the accotmt headed 
"Goods Returned by Customers." (See §139.) It is not 
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advisable to pass the returns of finished products through 
the Sales account, when a going inventory is maintained. 



§aai. By-Products. 



BY-PRODUCTS 



Debit : 

With the cost of productive 
labor, materials, and manufac- 
turing expenses, used in pre- 
paring by-products for market. 



Credit : 

At the close of each month 
with the cost of by-products 
sold, or otherwise disposed of. 



The balance of this account is an asset, and represents the 
cost of by-products on hand, whether ready for market or in 
their tmfinished state. This statement assumes that either 
labor or materials, or both, have to be used in putting by- 
products in shape for the market. Where by-products are 
disposed of in the state in which they are originally produced, 
there would be no use for this account. In such case, it is 
advisable to make no entry for the by-products until they are 
sold, and the amount at that time should be credited to "Sales 
of By-Products." 

Some accountants prefer to credit Manufacturing account 
with the value of by-products produced in order to diminish 
the cost of the main product. Conditions vary so widely in 
different manufacturing businesses with respect to their by- 
products, that it is impossible to lay down any fixed rule for 
handling this kind of an account. Whether the value of 
by-products in their original state should be credited to Manu- 
facturing account in order to diminish the production costs 
of the main products, is a matter to be decided upon by the 
management. However, a bookkeeper can often influence 
the judgment of those in control by advancing correct and 
logical arguments for or against a certain opinion held by 
them. The chief thing to bear in mind is that the account 
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of by-products which must be worked over before they are 
saleable, should be handled according to the same principles 
governing the Manufacturing account. 

§222. Sales of By-Products. 

SALES OF BY-PRODUCTS 



Debit : 

At the close of each month 
with the cost of by-products 
sold, provided the by-products 
have to be worked over in 
order to be made saleable; 
otherwise there would be no 
debit to this account unless 
the management wished to 
carry the by-products at an 
arbitrary cost value. 



Credit : 

At the close of each month 
with the total sales of by- 
products. 



The balance of this account should represent the gross 
profit on sales of by-products, and should be transferred to 
the Profit and Loss account at the close of each fiscal period. 

§223. Inventory of Manufacturing Business when Cost 
System is Not Maintained. 

The most difficult inventory to price is that of a manufac- 
turing business that does not operate a cost system. Here it 
becomes necessary to price the goods in process of manu- 
facture and the finished goods on hand, — and they should be 
priced at cost. Where several different kinds of commod- 
ities, or several different grades of one kind are manufactured, 
it becomes extremely difficult to establish the cost of each 
kind or grade, and it is much more difficult to establish the 
cost of the goods in process of manufacture. 

It is impossible to lay down any rules for computing the 
production cost of goods manufactured and in process, where 
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a cost system is not maintained. If only one kind and grade 
of a commodity is manufactured, it is a simple arithmetical 
problem, but conditions are usually complicated enough to 
make it necessary to estimate rather than actually compute 
production costs. The estimates are usually arrived at by 
some one having a practical knowledge of the methods of 
production, and, as a rule, are very difficult to prove. Any 
one who ever undertook to compute production costs where 
a cost system was not in operation, or to check the estimated 
costs, will not need any other argument as to the advantages 
of a cost system, if he is at all familiar with its operation. 



PART III.— ELEMENTS OF COST ACCOUNTING 



Chapter XXVI 



COST ACCOUNTING, ITS PURPOSE, APPLICA- 
TION AND TERMS 

§224. Introductory. 

Modern cost accounting is the most difficult branch of ac- 
counting. It is properly treated under the general division 
known as System Building. To present the theory of cost 
accounting so that it can be understood by those unfamiliar 
with the subject without also presenting its practical side, 
is a matter of much difficulty. 

No attempt is made in the scant space available for the 
present discussion of cost accounting to do more than touch 
on it briefly. The more important terms peculiar to cost 
accounting are defined, the elements which enter into the cost 
of a manufactured product are set forth, and, in a very gen- 
eral way, the methods of arriving at manufacturing costs 
are explained. 

The principles presented here are all that a bookkeeper is 
ordinarily required to know about cost accounting. A 
further study of the subject is necessary only in case he 
wishes to enter the ranks of the professional accountant, or 
in event of his taking a position where the duties of cost ac- 
countant in a manufacturing business may sooner or later 
devolve upon him. A bookkeeper without practical experi- 
ence in cost accounting, regardless of how competent a book- 
keeper he may be, could hardly expect to step at once into 
the position of an independent cost accountant. 
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§225. Mercantile and Manufacturing Businesses. 

A mercantile business, or trading concern as it is often 
called, buys finished (marketable) goods and sells them. 

A manufacturing business buys raw materials, semi-raw 
materials, parts, labels, packing supplies, etc., and by means 
of a properly equipped factory and the services of skilled 
and unskilled laborers, properly supervised, converts its ma- 
terials into the finished (marketable) goods it sells. The 
chief difference between these two kinds of business lies in 
their method of acquiring the marketable goods. 

In order to produce a marketable product it may become 
necessary to produce several parts; e, g., in the manufacture 
of an automobile there are many parts manufactured (body, 
springs, axles, wheels, engine, bolts, nuts, steering gear, hood, 
etc.), and several parts purchased (tires, lamps, mats, leather 
for seats and top, etc.). These, together with other parts, 
are assembled into one finished product. The problem in 
the bookkeeping department of a manufacturing business, 
not encountered in a trading concern, is to arrive accurately 
at the production cost of each product manufactured. This 
requires that the production cost of each part manufactured 
be determined, for without this how can the cost of the main 
product, assembled from many parts, be correctly ascertained ? 

The expenses of a mercantile business can usually be 
grouped under two general headings, — Selling Expenses and 
Administrative Expenses. In classifying the expenses of a 
manufacturing business, a third heading, known as Manu- 
facturing Expenses, is required. 

§226. The Ledger Accounts Required in Manufacturing 
Businesses which are Not Used in Mercantile 
Businesses. 

Machinery and Equipment 

Reserve for Depreciation of Machinery and Equipment 

Patterns and Drawings 
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Small Tools 

Patent Rights 

Raw Materials 

Pay Roll 

Manufactured Parts 

Factory Supplies 

Manufacturing Expenses 

Manufacturing (Goods in Process) 

Finished Products 

Sales of Finished Products 

Sales of By-Products 



§227. Organization of a Manufacturing Business. 

The following outline will serve to make the general or- 
ganization of a manufacturing business clearly understood. 



Manufacturing 
Business. 



Production 
Department 

Selling 
Department 



Administrative 
Department 



{ 

j 



v^ 



Has to do entirely with the manu- 
facture of goods. 

Has to do entirely with disposing 
of the finished goods. 

Has to do with the general opera- 
tion and supervision of the 
business considered as a whole, 
and includes the bookkeeping 
department, receiving depart- 
ment, purchasing department, 

. financial department, etc. 



§228. Finished Products. Goods in Process. 

(a) Finished Products. 

As a bookkeeping term, this is synonymous with manufac- 
tured goods, or main products, and comprehends only those 
things which a manufacturing business produces for the pur- 
pose of selling. A thing is not a finished product until it 
is ready for the selling department. 
(&) Goods in Process, 

Until a thing is ready for the selling department it is con- 
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sidered in process of manufacture. Beer and ale in the vats 
ready to be barreled are considered as finished goods because 
the kegs do not, as in the case of flour, sugar, etc., become 
a part of the product. The kegs must be returned to the 
brewery, and, therefore, the keg and contents are not related, 
in a bookkeeping sense. Goods in process of manufacture, 
include parts unfinished. When those parts are finished they 
are known as manufactured parts and not as finished products. 

§229. Manufactured Parts. 

In many cases a finished product consists, partly or wholly, 
of different parts manufactured by the business and assembled 
into one main product. The watch, the bicycle, the auto- 
mobile, and the carpet sweeper, are illustrations of products 
of this character. 

It is good practice to distinguish between parts bought 
and parts manufactured. The former should, for book- 
keeping purposes, be considered as equivalent to raw mate- 
rials, and they should be debited when purchased, to Raw 
Materials account. The manufactured parts should be kept 
separate, and at the close of each month the cost of all fin- 
ished parts should be debited to Manufactured Parts account, 
and credited to Manufacturing account. It follows, there- 
fore, that Manufacturing account has to do entirely with 
work in process, whether parts or main products. 

§230. Cost Accounting. 

Cost accounting, in contradistinction to estimating costs 
as practiced in many businesses, is the method, or process, 
of determining through the general bookkeeping system, 
preferably at the close of each month, the actual cost per unit 
of each product completed during a month, and the cost of 
goods in process of manufacture at the close of the month. 

Many practical manufacturers contend that the cost of a 
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manufactured product can be accurately ascertained by com- 
puting the cost of the raw materials used in its production; 
estimating by past experience, averages, and tests, the cost 
of direct (productive) labor; and adding to the sum of these 
two elements the estimated proportion of overhead expenses. 
(See §237.) It is true that an approximately correct cost 
at a certain time can be computed in this manner, but ac- 
curate costs which reflect the fluctuations in the price of raw 
materials, productive labor, and manufacturing expenses, 
cannot be obtained in this manner. It requires the results 
shown by a cost system to convince many practical manu- 
facturers how widely the productive labor and manufacturing 
expenses will fluctuate on two identical jobs turned out at 
different seasons of the year. In giving estimates for work 
to be done where there is keen competition a cost system is 
almost indispensable, for it is only by means of this that the 
management can find out absolutely the gross profit or loss 
on such work. 

Two things must be borne in mind in studying the subject 
of cost systems : 

I St. — A cost system, to be successful, must form an in- 
tegral part of the general bookkeeping system; it cannot be 
separated. A cost system conducted independently of the 
general books becomes nothing more than mere memoranda, 
— single entry bookkeeping. 

. 2nd. — One of the chief requisities of a cost system is a 
going inventory. (See §§132, 216.) Without this it is 
impossible to produce a balance sheet, a detailed statement of 
production costs, and a profit and loss statement at the close 
of each month, except by taking an inventory, — and, speak- 
ing generally, it is not practical to attempt that more often 
than semi-annually. 

In order to conduct a cost system successfully, it becomes 
necessary for the bookkeeping department to be informed as 
to the quantity and cost of all raw materials used, the cost 
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of productive labor devoted to each job or process (as the 
particular method of costing demands), and the quantity of 
each product finished during a month. In some businesses, 
it is not feasible to attempt to conduct a cost system because 
of the enormous details involved in securing the information 
necessary to its success; but such cases are few. As a gen- 
eral proposition, it may be stated that the great majority of 
manufacturing businesses can conduct a cost system to their 
advantage. 

§331. Methods of Costing. 

There are two general methods employed in arriving at 
the actual cost of finished goods, — (i) the Production Order 
Method, and (2) the Process Method. These two methods 
are treated respectively in Chapters XXVII and XXVIII 
of the present volume. 

§232. The Chief Advantages of a Cost System. 

A cost system, accura'tely conducted, should enable the 
management to prepare estimates on work to be performed 
with much more accuracy and consistency than would other- 
wise be the case, because authentic data is at hand as a guide. 
It should also enable the management to meet competition 
intelligently; to know which lines pay best; to ascertain the 
efficiency of the production department; to note fluctuations 
in the cost of turning out duplicate orders and to trace their 
cause, and to ascertain the gross profit on monthly sales. 

If manufacturing is done on special order, and not for 
stock, the gross profit on each job can be shown. Of course 
the cost of each item of raw materials and of the finished 
goods can always be ascertained through the going inven- 
tory. This means that the gross profit on each separate 
sale can be ascertained if desired. 

§233. The Elements of Cost in Manufacturing. 

Three elements enter into the cost of a manufactured 
art icle : — 
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1. Raw materials. 

2. Productive labor. 

3. Manufacturing expenses. 

The first two elements constitute the prime cost of an 
article; they are also known as the direct charges to manu- 
facturing. The third element includes what are known as 
indirect charges. 

§234. Raw Materials. 

As a bookkeeping term, this includes all materials which 
eventually become a part of the finished product. In the 
manufacture of goods which require to be cased, the cases, 
although they may be purchased from an outside concern, 
are considered a part of the finished product. Cases, cartons, 
linings, labels, excelsior, barrels, etc., when used as a part of 
the finished products, may either be entered as raw materials, 
or kept separately if desired. It usually simplifies matters 
in bookkeeping to pass them through the Raw Materials ac- 
count, as well as everything else which is purchased, and 
which finds its way directly into the finished products. 

Factory supplies, consisting of oils, waste, belting, brooms, 
small repair parts, small tools, etc., eventually find their way, 
— ^though indirectly — into the production cost of all manu- 
factured goods. The student of bookkeeping should experi- 
ence no difficulty in clearly distinguishing between things 
purchased to be used in the manufactured products, and 
things purchased to be consumed in the processes of pro- 
duction. Both the raw materials and the factory supplies 
find their way into the production cost of finished goods, but 
the factory supplies are not a tangible part of them. 

§235. Classification of Labor. 

(a) Productive Labor. 
Labor which is so applied that it can be charged directly 
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to a particular job or process, as the case may be, is termed 
"productive labor." It is also known as "direct labor," to 
distinguish it from indirect or non-productive labor. It 
forms the second element of manufacturing cost. 
(&) Non-Productive Labor. 

This term refers particularly to the work of persons em- 
ployed in the production department whose services are of 
such a general nature that they cannot be identified with any 
particular job or process, as the case may be. A productive 
laborer may at times render non-productive services; e. g., 
if he temporarily acted as a foreman, or if he devoted time 
to cleaning a machine, or if he performed any work that 
could not be charged to a specific job or process. All the 
lost time of productive laborers is classed as non-productive 
labor, but should be kept separately for statistical purposes. 



§236. Labor in Production Department. 

The following outline will illustrate the classification of 
labor in the production department into productive and non- 
productive labor. 

( All labor that can be ap- 

Productive (direct) J plied specifically to jobs 

labor. I or processes, as the case 

' may be. 



Services devoted ex- 
clusively to the Pro--< 
duction Depart- 
ment 



Non-productive (in- 
direct) labor. 



'^All services that cannot be 
specifically applied to any 
particular job or process; 
e. g., the services of — 
Engineer, 
Fireman, 
Watchman, 
Yardman, 
Cleaners, 
Foremen, 
Superintendent. 
(Under this same headingr 
comes the lost time of 
productive laborers.) 



§237. Manufacturing Expenses. 

This class of expenses, also known as indirect expenses. 
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and overhead expenses, includes all expenditure in the pro- 
duction department, outside the cost of productive labor and 
raw materials. Manufacturing expenses enter indirectly 
into the cost of manufactured products, but usually form no 
tangible part of them. The importance of including them 
when computing production costs is none the less to be em- 
phasized, as they are a very important element. 

The actual cost of manufacturing expenses applicable to 
identical jobs turned out at different times is liable to fluctu- 
ate as widely as the cost of the two direct elements, — ma- 
terials and productive labor. Manufacturing expenses con- 
sist of such items as — 

Non-productive labor 

Factory supplies used 

Depreciation of machinery and equipment 

Insurance on " " " 

Taxes on 

Repairs to 

Power, heat, and light 

Maintenance of real estate : 

Depreciation of factory buildings 
Insurance on " " 

Taxes on " " 

Repairs to 
Care of groimds 



H (( 



Chapter XXVII 
THE PRODUCTION ORDER METHOD 

§238. The Cost Ledger. 

The cost ledger is a book employed when the Production 
Order Method of computing costs is in use. It should be 
a loose-leaf ledger in which is kept an account with each job 
in process. The cost ledger is subsidiary to the Manufactur- 
ing account, which should show by its balance at the close 
of a month the cost of jobs in process. When a job is com- 
pleted its cost sheet should be removed from the cost ledger 
and permanently filed, just as all goods finished during a 
month are transferred from Manufacturing to Finished Goods 
account at the close of each month. 

The cost ledger should be kept so as to show the cost of 
the three elements separately, — «. c, raw materials, produc- 
tive labor, and indirect charges. This is best accomplished 
by having four debit columns headed respectively, — "Deb- 
its," "Raw Materials," "Productive Labor," "Manufactur- 
ing Expenses." The plan is not advisable where on a single 
job there is only one charge for raw materials, perhaps not 
more than two for labor, and one for expenses. In such 
cases one column on the debit side is sufficient. 

When goods are manufactured on special order, the sell- 
ing price should be noted on the proper cost sheet in the cost 
ledger, so that the gross profit on each job may be shown. 
It is well to show plenty of details on cost sheets covering 
goods manufactured on special order. 
§339. The Production Order. 

An account is opened with each job in the cost ledger as 
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soon as it is authorized by the superintendent. Thus the 
superintendent might be instructed by the management to 
manufacture a dozen machines of a certain type; i. e., he is 
given a "production order." He first gives this job a pro- 
duction order number, and it is always known by that num- 
ber. He then proceeds to make out sub-production orders 
for as many different manufactured parts as are required, 
and for as many different departments as must work on any 
one part. The sub-production orders go to the foreman, 
and a notice is placed on their bulletins giving the new num- 
ber and a brief description of the thing for which it stands. 
These numbers are known by the workmen as jobs. 

In the case of an automobile manufacturing business, or 
in any business where goods are manufactured for stock and 
not on special order, the superintendent would put through 
production orders for the manufacture of different parts 
rather than for the manufacture of the main product. Pos- 
sibly the assembling would be conducted under the Process 
Method rather than by the Production Order Method. Where 
parts are made for stock, an account must be opened in the 
cost ledger for each production order covering a lot of parts. 
When parts are finished they go into the stock, and from 
there are requisitioned as required, after the same manner as 
raw materials. 

Each productive laborer reports the time he devotes to 
each job. The foremen and superintendent can not do this 
because their work is too general. 

When a foreman requires material for a job he requisi- 
tions it from the stock rooms, always showing on the requisi- 
tion the number of the job it is to be used on. 

§240. Direct Cost Debits. 

From the foregoing brief explanations it will be seen that 
if an account is kept with each job, and each job can be 
recognized by the workmen as it passes through the different 
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Stages of production, it can be debited with the cost of direct 
labor, and the cost of materials and parts used. This gives 
the prime cost, and leaves the third element, manufacturing 
expenses, to be properly apportioned and debited to each ac- 
count. 

All raw materials and parts used can be ascertained from 
the requisitions delivered to the person in charge of the stock 
room, and their cost should be computed by the clerk in 
charge of the going inventory. 

§241. Indirect Manufacturing Expenses. 

All productive labor for each month must be accounted 
for, most of which will be charged to the jobs in process. 
Some productive laborers will, however, have lost time and 
that must be included in non-productive labor. Some again, 
will have devoted more or less time to repairing and cleaning 
machines, to the upkeep of buildings and grounds, etc. Such 
work must be charged to Manufacturing Expenses account 
unless it results in betterments, or additions, in which case 
it is debited to the proper asset account. All work of this 
nature is classed as shop orders, and each different kind of 
work is given a fixed shop order number; e. g., cleaning 
machines. No. i, repairing machines. No. 2, repairs to build- 
ings. No. 3, additions to buildings, No. 4, care of gfrounds, 
No. s', etc. When a laborer works on any of these jobs, 
whether he is ordinarily a productive or a non-productive 
laborer, he must show on a time report the number of the 
shop order, and the amount of time devoted to the work it 
denotes. 

It is, of course, impossible to say exactly how much should 
be charged to each job to cover its proportion of the indi- 
rect charges (overhead expenses). This charging must be 
done on an arbitrary basis, but if common-sense reasoning 
and consistency are applied, the results will be sufficiently 
correct for all practical purposes. One thing is certain, — 
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the total amount of manufacturing expenses must be disposed 
of at the close of each month. If the factory is closed for 
several weeks, or even several days, the expenses (such as 
wages of watchman, engineers, foremen; fuel used, if any; 
depreciation, etc.) applicable to the shut-down period, should 
be debited to Profit and Loss account, and are considered 
as an extraordinary expense. In such cases only the balance 
of manufacturing expenses would have to be distributed over 
the production orders which are active during the month. 

There are several methods used for apportioning indirect 
manufacturing expenses, the most common and satisfactory 
ones being known as the "man-rate," "man-hour," "mixed," 
and "machine-hour." 

§243. "Man-Rate" Method of Apportioning Indirect Manu- 
facturing Expenses. 

This method requires that the total cost of the productive 
labor for a month be used as a divisor, and the total amount 
of manufacturing expenses for the corresponding month be 
used as a dividend; the quotient should be carried to four 
places, and possibly to six, and represents the ratio of manu- 
facturing expenses to productive labor. In other words, for 
every dollar of productive labor charged to a production 
order during a given month, an amount equal to the quotient 
should be charged at the close of the same month to cover 
manufacturing expenses. 

§243. "Man-Hour" Method of Apportioning Indirect Manu- 
facturing Expenses. 

This method differs from the "man-rate" in that the total 
of productive labor, in hours, is used instead of the total 
cost. This is a more equitable method where there is a wide 
difference in the rates paid for labor in different departments ; 
^- 9-9 if giris do most of the work on one particular product 
and receive twelve cents per hour, and skilled mechanics do 
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a majority of the work on another product and receive forty 
cents per hour, it would be unfair to use as a basis in comput- 
ing the manufacturing expenses applicable to the products 
made by the men, the total cost of all productive labor, espe- 
cially if the men's department did not occupy more space, or 
use more power, than the girls' department. 

§244. ''Mixed" Method of Apportioning Manufacturing Ex- 
penses. 

This method is best used where the raw materials form 
the larger part of the total cost of the product, — as is the 
case in manufacturing beers, ales, liquors, explosives, certain 
chemicals, oils, extracts, etc. The total cost of productive 
labor plus the total cost of raw materials used during a given 
month should be used as a divisor, and the manufacturing 
expenses for the same month as a dividend; the quotient 
should represent the proportion of manufacturing expenses 
appHcable to each dollar's worth of productive labor and raw 
materials charged to either a production order, or a shop 
order, during the month to which they apply. 

§245. ''Machine-Hour" Method of Apportioning Manufac- 
turing Expenses. 

In order to apply this system successfully, it becomes nec- 
essary to keep a record of the number of hours each machine 
works on each job. This is often found impracticable, espe- 
cially where the jobs are small, or the work very "shifty." 
It is sometimes the preferable method where the process 
method of costing is in use. It differs from the "man-hour" 
method in that the hours the machines work, instead of the 
hours the men work, are used as a basis. Where products 
are made almost entirely by machine work, and the rate paid 
for labor on the different products differ widely, the ma- 
chine-hour is the most equitable. 
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A variation of the machine-hour method — ^and a very ex- 
cellent variation where it is applicable — ^involves the distribu- 
tion of the greater part of the usual indirect or overhead ex- 
penses "through the point of the tool." * This method is a 
particular application of the principles discussed in §247. 
Under it, expenses such as power, light, heat, rentals, etc., are 
prorated among the various machines as equitably as possible. 
Thus if a machine occupies sixty square feet of floor space 
and the rental of the factory floor space available for machine 
operations averages sixty cents per square foot per annum, 
the machine is subject to a rental charge of $36 per annum. 
The power it actually consumes is likewise charged to it at 
cost Every other expense capable of such treatment is 
charged to it ratably. From its total operating cost so ob- 
tained is derived its operating expense for each working hour, 
and this hourly cost is charged on a time basis to each job 
subjected to the operations of that machine. 

By this method it is obvious that most of the so-called indi- 
rect expenses become direct expenses, and are properly 
charged to the jobs to which they apply. The few minor ex- 
penses not susceptible to this treatment constitute a "supple- 
mentary rate" disposed of by any of the usual methods for 
distributing indirect expense. 



§246. Distributing the Manufacturing Expenses. 

Having decided upon the most equitable and practical 
method of apportioning the manufacturing expenses for a 
month, the first step is to compute the ratio of expenses to 
the factor to be used in its distribution. 

As explained heretofore, the total manufacturing expenses 
for a month should be divided by the total cost of productive 
labor for that month; or by the total hours of productive 
labor for that month; or by the combined cost of produc- 

* For a complete discussion of this method see "The Distribution of the Expense 
Burden" and "Production Factors" by A. Hamilton Church. 
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tive labor and raw materials used during that month; or by 
the total hours the machines were run during that month, 
as the case may be, depending on the method of apportion- 
ment used. 

Assuming that the "man-rate" method is to be used : — To 
find out how much is to be charged to each production order 
for each dollar of productive labor charged, it becomes nec- 
essary to divide the total cost of manufacturing expenses for 
a month by the total cost of productive labor for the same 
month, carrying the quotient to at least four decimal places. 
The next step is to multiply the cost of productive labor 
charged during the month to each production order by this 
quotient. The results will indicate the proportion of indirect 
manufacturing expenses chargeable to the respective produc- 
tion orders. When this operation is completed, the sum total 
of the several results should agree with the total amount of 
manufacturing expenses. If a small difference exists as a 
result of working with fractions it should be adjusted ar- 
bitrarily through one of the results. The results should then 
be entered in the cost ledger, to the debit of the proper ac- 
counts. 

A journal entry should then be made, crediting Manufac- 
turing Expenses account and debiting Manufacturing ac- 
count with the aggregate amount of manufacturing expenses 
debited to the shop orders and production orders in the cost 
ledger. This will result in transferring the balance of the 
Manufacturing Expenses account to the debit side of the 
Manufacturing account. A trial balance compiled from the 
open accounts in the cost ledger should agree with the balance 
of the latter account. 

The accounts in the section of the cost ledger devoted to 
production orders should represent the cost of work com- 
pleted within the month, and the cost of work in process at 
the close of the month. The cost of all jobs completed 
within the month should be listed, and footed, and the total 
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amount should be used in a journal entry debiting Finished 
Products account with the cost of the products completed, 
Manufactured Parts account with the cost of parts com- 
pleted and crediting Manufacturing account with the total 
cost of all jobs finished. 

The stock ledger accounts must be debited with the cost of 
the new products and parts finished in order to agree with 
the Finished Products account, and the Manufactured Parts 
account, kept in the general ledger. 

§247. Distribution of Special Expenses. 

Of course there are cases where it is advisable to distribute 
certain items of manufacturing expenses separately; e, g,, 
the rent of the factory, or if the business owns its real estate 
the net maintenance of real estate in lieu of rent, may be dis- 
tributed over the different processes or products on the basis 
of floor space. In the same way, light and heat may be dis- 
tributed on the basis of floor space; power on the basis of 
horse-power consumption; depreciation of machinery and 
equipment on the basis of the cost of machinery and equip- 
ment used in diflferent processes, or in producing the 
different products, as the case may be. Depreciation on gen- 
eral machinery and equipment is usually distributed on the 
same basis as other general items. 

The equity, at times, of a separate distribution of special 
items of manufacturing expense is obvious when it is con- 
sidered that a certain process, product, or part, may be manu- 
factured almost entirely by machinery and require a large 
floor space; while another product, part or process, might 
require but little floor space and no machine work. 

§248. The Requirements of Cost Accounting. 

Anyone possessing some power of mathematical reason- 
ing, a fair idea of the general principles of distributing in- 
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direct expenses, and a thorough knowledge of modem double 
entry bookkeeping, should be able to handle correctly a sim- 
ple cost system for a small business, after becoming familiar 
with the manufacturing methods of that business. The 
problem is to arrive at monthly profits. As a general propo- 
sition, this means that a going inventory must be maintained, 
and that the cost of goods in process at the close of each 
month, and the cost of all goods finished during a month, 
must be ascertained. Production cost consists of three ele- 
ments, — ^materials, direct labor, and indirect manufacturing 
expenses. To get at the production cost is the hardest part 
of the bookkeeping problem, and requires much study and 
thought to be devoted to each case. 



Chapter XXVIII 
THE PROCESS METHOD 

§249. When the Process Method is Used. 

This method is used when the conditions render the Pro- 
duction Order Method inapplicable. When in the process 
of production the lots of material follow in such a way that 
the workmen cannot distinguish one lot from another; when 
they cannot tell where one ends and another begins, the 
Process Method is the only feasible one. As indicated by 
its name, it deals with processes, each process being known by 
a name or a number as may be preferred; e, g., Milling, 
Graining, Filling, Capping, Dipping, and Packing; or Roll- 
ing, Pickling, Annealing, Slitting, Straightening and Cutting, 
Scrap, and Packing and Shipping; or operations No. i. No. 
2, No. 3, No. 4, No. 5, and No. 6. 

§250. Requirements of Process Method. 

Under the Process Method, standing shop orders should 
be maintained and handled in the same manner as under the 
Production Order Method. The Process Method also re- 
quires that the bookkeeping department be furnished with a 
record of all time devoted to each process during the month. 
The time devoted to each process may be reported daily on 
time cards made especially for use in some particular time- 
recording device, or it may be turned in weekly by the fore- 
men or time clerk, as the case may be. Regardless of which 
method is used in securing the time of productive labor de- 
voted to the different processes, the bookkeeping department 

237 



238 COST ACCOUNTING 

must ascertain at the dose of each month the total cost of all 
productive labor applicable to each process, and to each shop 
order. The productive labor applicable to the processes 
should be debited to Manufacturing account and credited to 
Pay Roll account, causing the latter account to balance. The 
productive labor applicable to shop orders should be charged 
to the proper accounts and credited to Pay Roll account, the 
same as when operating the Production Order Method. 

§251. Labor Costs. 

The foremen should furnish daily reports to the bookkeep- 
ing department showing the amount of work accomplished; 
e, g,, the total number of tons worked by process No. i, No. 
2, No. 3, No. 4, No. s, etc. The daily totals should be sum- 
marized at the close of each month, at which time they are 
used in computing the labor cost per ton, pound, gallon, or 
piece, as the case may be. Thus, the cost of productive labor 
devoted to process No. i, divided by the number of pounds, 
tons, or gallons, worked through that process, would pro- 
duce a quotient representing the labor cost per unit, — pound, 
ton, gallon, or piece, as the case might be. In a like man- 
ner, the cost of productive labor devoted to each of the re- 
maining processes should be divided by the quantity put 
through the respective processes, in order to ascertain the 
labor cost per unit on each process. By adding the cost per 
unit on each process, the total labor cost per unit of produc- 
tion is arrived at. 

By multiplying this total labor cost per unit by the total 
quantity of a particular product finished during the month, 
the total labor cost of all of that product finished during the 
month will be shown. Usually, at the close of each month, 
there will be unfinished goods in all the stages of produc- 
tion. The labor expended on the unfinished goods in the 
different stages of incompleteness is what constitutes part of 
the cost of goods in process, and must be carried forward 
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. and used in figuring costs for the following month. If 
more than one product is turned out, it is necessary to main- 
tain a separate series of processes for each product. 

§252. Materials and Manufactured Parts. 

All materials and manufactured parts used must be requisi- 
tioned from the stock clerk. If all are not used in the first 
process, it is necessary for the requisition to show the process 
for which the goods are required. The cost of all raw mate- 
rials and manufactured parts used must be ascertained, and 
the proper entries be made in the stock ledger. In order to 
ascertain the cost per unit of raw materials in each pound, 
ton, gallon, or piece of finished product, it is necessary to use 
some such method of computation as follows: — 



ProceoM 


In procett 
last month 


Uted during 
month 


In Procett 
this month 


Applicable to 
Fin. Prodacta 




Qnan. 


Coat 


Qnan. 


Cost 


Qnan. 


Cott 


Qnnn. 


Cott 


Rolling 


















Pickling 


















Annealing 


















Slitting 


















S. & C. 
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The foregoing outline illustrates the method to be used in 
computing the cost of raw materials and parts included in the 
quantity of a certain product completed during a month. 
The cost of each product must be computed separately all 
the way through. It must be remembered that in order to 
make the proper computations, a report of the quantity of 
materials and parts tied up in each process at the close of a 
month must be furnished to the bookkeeping department. 
Shrinkage adds to the cost of production, and, generally 
speaking, is not considered separately in computing costs. 
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§253. Distribution of Productive Labor and Raw Materials. 

Productive labor can be distributed very satisfactorily, al- 
though the question may be raised as to whether productive 
labor applicable to goods in process at the close of a month 
ought to be taken forward and merged with the productive 
labor of the next month, instead of being exhausted before 
considering the next month's productive labor. Theoretic- 
ally, there is no doubt but that the cost of productive labor 
applicable to goods in process at the close of a month should 
be exhausted when computing the production costs at the 
close of the following month, before the cost of productive 
labor applicable to the current month is disposed of, and this 
should always be done when a material difference would 
thereby result. 

The most unsatisfactory feature of the Process Method is 
the difficulty of arriving at the cost of raw materials included 
in the goods finished and in the goods in process. No fixed 
rule for accomplishing this can be given. Each case must 
be studied, and the most practical and efficacious method 
be used. 

§ 254. By-Products. 

Sales of a by-product, where there is no labor cost in 
handling it, are considered as miscellaneous income. The 
cost of producing the regular product is not lessened by the 
amount realized from its by-product. If there is any cost 
attached to getting out the by-product, it must be charged 
against the income derived from the sales. There are ex- 
ceptions to this rule, especially when the by-products require 
the facilities of the production department in order to be 
made marketable. In such a case, the cost of a by-product 
must include a proportion of the overhead expenses in ad- 
dition to a direct charge for such productive labor as may 
be expended in preparing it for market. If a by-product is 
worked over with certain raw materials and thus made into 
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a finished product of entirely different form, an arbitrary 
value may be placed on it in its original state, if deemed ad- 
visable, and the cost of the main product should then receive 
credit. Examples of this are, — ^vaseline, paraffine, soaps 
made by the large packing houses, and carbolic acid. Exam- 
ples of by-products which are sold in their original state are, 
— ^sawdust, coke, steel borings, etc. 

§255. Distribution of Maniifacturing Expenses. 

Having arrived at the cost of productive labor and raw 
materials applicable to the products finished during a month, 
it becomes necessary to distribute the manufacturing expenses 
for that month between the goods in process and the goods 
finished. 

When the "man-hour" method of distributing expenses 
is the most equitable, the total hours of productive labor for 
the month is the basis. Divide the cost of manufacturing 
expenses for the month by the total hours of productive 
labor, and the quotient, carried to at least four decimal places 
(if necessary) should represent the amount to be added for 
each hour of productive labor; in other words, it represents 
the ratio which manufacturing expenses bear to productive 
labor. 

Multiply the total productive hours represented in the 
goods in process at the close of the current month, by the 
rate (ratio of manufacturing expenses to productive labor), 
and the product will represent the proportion of manufactur- 
ing expenses applicable to goods in process at the close of 
the current month. Subtract this result from the total manu- 
facturing expenses for the month and the difference will rep- 
resent the proportion of manufacturing expenses for the 
month applicable to goods finished during the month. Add 
to this difference the manufacturing expenses of the previous 
month which were applicable to goods in process at the end 
of that month, and the sum total will represent the manufac- 
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turing expenses applicable to goods finished during the month. 
Divide the sum total by the quantity of work accomplished. 
The quotient should represent the total cost per unit of manu- 
facturing expenses to each unit of finished product. 

The sum total of the cost of raw materials, productive 
labor, and manufacturing expense, applicable to a particular 
kind or class of products finished during a month, constitutes 
the total production cost, and that amount should be debited 
to Finished Products account and credited to Manufacturing 
account. Divide that amount by the quantity of the product 
finished during the month, and the quotient will represent the 
production cost per imit, which should be inserted in the per- 
petual inventory record on a line with the quantity produced. 
The total cost of the quantity produced is also inserted at 
this time. 

The proportion of manufacturing expenses applicable to 
the goods in process should be carried forward and added to 
the next month's manufacturing expenses, the same as in the 
case of raw materials and productive labor. 

Another method of apportioning the manufacturing ex- 
penses, as between goods in process and goods finished dur- 
ing a month, is as follows : 



Processes 


Cost of manufac- 
turing expenses 
applicable to 
work in process 
at close of last 
month 


Cost of manufac- 
turing expenses 
applicable to 
work accom- 
plished during 
month 


Cost of manufac- 
turing expenses 
applicable to 
work in process 
at close of cur- 
rent month 


Cost of manafac- 
turiiig expenses 
apjilicable to 
finished goods 


I 
2 

3 

4 

1 

etc 


$ 650.00 
800.00 
300.00 
200.00 
300.00 


$ 5,600.00 

2300.00 

2,200.00 

1,200.00 

1,400.00 

900.00 


$ 800.00 
600.00 

300xx> 
200.00 
200.00 


$S»4S0.00 

3,000.00 
2,200.00 
1,200.00 
1,500.00 
900.00 


Totals 


$2,250.00 


$14,100.00 


$2,100.00 


$14,250.00 
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§256. Production Costs for Fiscal Period. 

At the close of each fiscal period, the production costs for 
the entire period should be computed. It is also very desir- 
able for the production department to have a "clean-up" at 
that time, if possible, so that nothing will be left in process. 
The costs for the fiscal period should be compared ana- 
lytically with the sum totals of the monthly costs covering 
the months included in the fiscal period. 






ChBpttr XXIX 

COST COMPUTATIONS UNDER THE PROCESS 

METHOD 

{357. Concrete Examples. 

The whole subject of cost accounting is complicated, and 
it is very difficult for one unfamiliar with the subject to 
grasp more than a superficial knowledge of its operations 
through a study of principles alone. To learn the arith- 
metical part of cost accounting — ^and that is the complicated 
part — concrete examples are essential. The examples given 
in the present chapter will serve to illustrate the calculations 
involved in comparing costs under the process method, and 
will also serve to introduce the student to the arithmetic of 
some of the more simple costing problems. 

§358. Labor Costs. 

During a certain month the productive labor on the fol- 
lowing processes, relative to product "C," was as follows : — 

Process Work Cost per 

No. Hours Cost Accomplished Unit (ton) 

X 20,800 $ 4*1^ 750 tons $5.55 

a lS,6oo 3.900 680 " S.73 

3 18,400 1.840 41S " 4u|4 



4 10400 2,2W ^15 5.50 

5 9,000 1,728 624 " 2.77 

Totals 74»8oo $13*916 2,884 tons 

The cost per unit is computed as above merely for statis- 
tical purposes, t. e,, to show the labor cost of each montli 
separately. 
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At the close of the previous month, the productive labor 
applicable to goods in process was as follows : — 

Process Work in 

No. Cost process 

2 $690 115 tons 

3 1,656 276 " 

4 1,380 ^ " 

Totals $3,726 667 tons 

The total labor cost can be computed quickly and fairly 
accurately, by combining the two preceding sets of figures, 
thus arriving at the figures which follow : — 

Process Work Cost per 

No. Cost Accomplished Unit (ton) 

1 $4,160 750 tons $5.55 

2 4.590 795 " 5.77 

3 3496 691 " S.06 

4 3,068 691 " 5.31 

5 1,728 624 " 2.77 

Totals $17,642 3,551 tons $2446 

It may be assumed that process No. 5 is the finishing pro- 
cess. To have been finished, the 624 tons must have passed 
through the other processes. The aggregate labor cost of 
the five processes ($24.46) represents the total labor cost on 
product "C" Since 624 tons were finished, the labor cost 
on that 624 tons is (624 x $24.46) $15,263.04. To be exact, 
the quantity in process should first be exhausted (667 tons 
costing $3,726.00). The following computations would 
then be required: — 



Process No. 1—624 tons X $5.55 



Process No. 2 — 509 

Process No. 3 — 348 

276 

Process No. 4—348 

276 

Process No. S— 624 



(( 



« 
« 

M 



X $5.77 

(in process) 
X $5.06 
(in process) 

X $5.31 

(in process) 
X $2.77 



= $ 3,463-20 

= 2,936.93 

= 6go.oo 

= 1,760.88 

= 1,656.00 

= 1,847^ 

= 1,380.00 

= 1,72848 



Total labor cost on 624 tons 



$15,463.37 
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The difference between the two methods amounts to 
$200.33. There is no question but that the latter method is 
the correct one, but if the labor costs did not vary much 
from month to month, the former would involve a little less 
detailed work, and the result would be close enough for 
monthly showingfs. 

The labor costs left in process, if the latter method is used, 
are as follows: — 



Process Labor Work left 

No. Cost in process 

1 $696.80 126 tons 

2 96307 171 " 

3 79.12 67 " 

4 440.12 67 



« 



Totals $2,179.11 431 tons 

If the former method is used, the results corresponding 
to the above would be computed in the same way, — by sub- 
tracting the labor costs of finished products — ^as to each pro- 
cess — from the total labor costs. 

Of course, in actual practice there would, in most cases, 
be a shrinkage or increase in weight from one process to 
another, so that if there were 100 tons in process No. i at 
the close of a month, 500 tons worked in process No. i dur- 
ing the next month, 400 of which passed on to process No. 
2, there would not be exactly 200 tons in process No. i at 
the close of that month. This is why it is necessary to as- 
certain as accurately as possible the quantity of goods in 
process at the close of each month. Where this is not prac- 
ticable, the shrinkage, or increase, as the case may be, must 
be allowed for, on as accurate a basis as possible. 

§259. Cost of Raw Materials. 

During the same month the raw materials used were as 
follows : — 
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Process 
No. Cost 

1 $2,674.50 

2 1,150.25 

3 

4 

5 1,681.25 

Totals $5i5o6.oo 

If no weight were lost, it would be a simple matter to com- 
pute the cost of raw materials included in the 624 tons fin- 
ished. In almost every case, there is either a shrinkage, or 
the product runs over on account of taking up dampness, 
etc. It is, therefore, necessary to ascertain by inventory the 
raw materials represented in the goods in process, or esti- 
mate the shrinkage or increase, as the case may be, as ac- 
curately as possible. 

Assume that the cost of raw materials in process is as fol- 
lows : — 



At close At close 

Process of previous of current 

No. month month 

1 $ $ 470.00 

2 440.00 540.00 

3 684.80 210.00 

4 684.80 210.00 



Totals $1,809.60 $1430.00 

To compute the cost of raw materials represented in the 
goods finished, it is necessary to add the cost of those in 
process at the beginning of the month, to the cost of those 
used during the month, and to deduct from these totals the 
cost of those in process at the close of the month. This 
principle assumes that the quantity of raw materials in pro- 
cess is ascertained by an inventory. When this is not done, 
the quantity of raw materials in the different processes must 
be estimated. 
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In process at 

Process close of last 

No. month 

I $ 

a 440.00 

3 oMo 

4 68^80 

5 

Totals $1,809.60 



Cost of raw 
materials and 
manufactured 
parts used 
during month 

$2,674.50 
1,150^5 



i»68i.25 



In process at 
close of cur- 
rent month 

$ 470*00 

540.00 

210.00 

2104)0 



Cost of 
materials and 
manufactured 
parts used in 

Soodb finished 
uring month 

$2,204.50 

1,050.25 

474A) 

474A) 

i,68ij25 



$5,506.00 $1,430.00 



$5,885.60 



§260. Manufacturing Expenses. 

Assume that the manufacturing expenses for the month 
amount to $3,643.26, and that the "man-rate** method of 
distributing them is used: — $3,643.26 divided by $13,916.00 
(cost of productive labor for month) produces $0.2618, and 
represents the ratio of manufacturing expenses to productive 
labor. Multiply this rate by the cost of productive labor in 
process at the close of the current month ($2,179.11), and 
the product ($570.50) represents the proportion of manu- 
facturing expenses applicable to goods in process at the close 
of the current month. 

Assume that the manufacturing expenses in process at the 
close of the previous month amount to $734.62. In order 
to compute the proportion of manufacturing expenses ap- 
plicable to the 624 tons completed, apply the following method 
of computation: — 



Proportion of manufacturing expenses applicable to work in 

process at the close of the previous month $ 734.62 

Manufacturing expenses for the current month 3,643.26 

$4^77-88 
Proportion of manufacturing expenses applicable to work in 

process at the close of the current month 570.50 

Proportion of manufacturing expenses applicable to goods fin- 
ished (624 tons) during the current month $3,807.38 

The above method is based on the same line of reasoning 
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as IS applied in computing the cost of labor and raw materials 
included in the 624 tons of finished goods. The propor- 
tion of expenses applicable to goods in process as at the close 
of the previous month, is merged with the expenses of the 
current month. A somewhat more equitable method is as 
follows : — 

Manufacturing expenses applicable to goods in process at the 

close of die previous month $ 734-^ 

Productive labor rendered during the current month, which is 
applicable to the ^ods finished during die current monUi 
($11,736.89), multiplied by the ratio of expenses to pro- 
ductive labor ($0.2618), produces the proportion of ex- 
penses applicable to that part of the cost of productive labor 
rendered during the current month, which is included in 
the cost of goods finished during the current month 3,072.72 

Total cost of manufacturing expenses applicable to goods fin- 
ished (624 tons) 3i8o7.34 

This result is only four cents different from the former 
result. A greater difference would result if the expenses 
did not run quite uniformly from month to month. The 
last method is the preferable one. 

§261. Total Production Cost. 

The total cost of production may now be recapitulated: — 

Total cost Cost per ton 

Productive labor $15,462.^ $^78 

Raw materials 5,885.60 9.43 

Manufacturing expenses 3307.34 6.10 

Total cost (624 tons) $25ii55<83 $40-3X 

It will, of course, be understood that the computations 
given are simple and merely intended to illustrate the princi- 
ples and some few of the problems involved in cost computa- 
tions under the Process Method. 



The Production Order Method can be used only in cases 
where a particular job can be identified from start to finish so 
that the time of the workmen employed upon it may be accu- 
rately charged. When this is impossiblCj as in the manufac- 
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ture of beer, flour, chemicals, and other products where one 
lot follows another so that the workmen cannot tell where 
one ends and another begins, the Process Method must be 
used. In some cases, however, either of the two methods 
may be employed, and the Production Order Method is then 
to be preferred. 



PART IV.— FINANCIAL STATEMENTS, THEIR 
FORM AND ARRANGEMENT 



Chapter XXX 
INTRODUCTORY 

§262. Form and Arrangement of Financial Statements. 

The following statements are submitted for the purpose of 
defining in the concrete the arrangement of such financial re- 
ports as a bookkeeper or private auditor may be called upon 
to compile. The range of those included in the following 
chapters is sufficient to indicate the requirements and the 
form of almost any statement necessary in ordinary account- 
ing practice. 

Note that the balance sheet is always shown as "Exhibit 
A," the profit and loss statement as "Exhibit B," and any 
supporting statements are shown as "Schedules" numbered 
consecutively, with the name of the exhibit to which they 
relate, preceding the name "Schedule," as illustrated in the 
forms following. 

§263. Forms Presented. 

The forms of the following chapters illustrate the follow- 
ing lines of business and special reports: — 
Manufacturing. 
Mercantile. 
National Bank. 

Treasurer's Comparative Monthly Report. 
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Form for a Statement of Affairs, and a Deficiency State- 
ment. (As prepared for a bankrupt business.) 
Report of a Social Club. 
Report of a Philanthropic Institution. 
Report of the Treasurer of a Library. 

§264. Capitalization in Statement Making. 

The use of capital letters in statement making* is very 
largely based on custom. The writer prefers to make the 
main headings prominent by the use of capital letters through- 
out, but elsewhere to use capitals only for the first word of 
each line. A much freer use of capitals is common. There 
are arguments to justify both usages, and it is a matter of 
choice with the practitioner as to which one he will adopt. 
Practice as to capitalization should be consistent. The two 
methods should not be mixed. 



Chapter XXXI 

ANNUAL REPORT OF A MANUFACTURING ES- 
TABLISHMENT 

§265. Constituent Parts of Report. 

The following group of statements constitute a complete 
annual report of a manufacturing concern, where the assets 
or liabilities are not required to be shown in detail on sched- 
ules supporting Exhibit A (the balance sheet). The report 
consists of the following: — (i) Balance Sheet; (2) State- 
ment of Adjustments Made as of December 31, 1910, Which 
Affect Surplus as of December 31, 1909; (3) Profit and Loss 
Statement; (4) Statement Showing Cost of Groods Sold Dur- 
ing 19 ID. 

§a66. Arrangement of Report. 

The manufacturing concern is a corporation, and the net 
worth indicates that the stock is worth $129 per share. 

On the asset side of the balance sheet the fixed assets ap- 
pear first, followed by the floating assets in the order of their 
availability. The deferred charges to profit and loss should 
always appear last. On the other side the liabilities are ar- 
ranged to conform to the order of the assets. The elements 
of net worth should always be shown last. 

Exhibit A — Schedule i shows entries made during the 
year under review, which must not be shown in the current 
Profit and Loss account, as they apply to a previous year. 
The first item represents an error made as of December 31, 
1909, but not discovered until after the books were closed. 
The remaining entries would not have been necessary if the 
books had been properly closed as of December 31, 1909. 
The bookkeeper omitted to set up the items paid in advance 
and the items accrued as of that date, and consequently his 
errors of omission are corrected in the following year 
through Surplus account. 
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§267. Form of Report. 

ATWOOD MANUFACTURING 

EXHIBIT 
BALANCE SHEET 
ASSETS 
Real Estate: 

Land (26.14 acres— cost) $ 13,070.00 

Buildings (cost) $350,000.00 

Less: 

Reserve for depreciation (4% per an- 
num) 28,000.00 322,000.00 

Machinery and Equipment: 

Fixed machinery $220,000.00 

Shafting, hangers, pul- 
leys, etc 14,000.00 . 

Movable factory equip- 
ment 4,500.00 

Stable equipment 3,600.00 

Office equipment 2,900.00 245,000.00 

Less: 

Reserve for depreciation (10% per 
annum) 49,000.00 196,000.00 

Drawings and patterns in use (inventoried at 
cost) 7,600.00 $538,670.00 

Patent Rights (cost) 75,000.00 

Less: 

Reserve for extinguishment (5.88 per annum) . 8,820.00 66,180.00 

Sinking Fund for Extinguishment of Bonds 39,000.00 

Cash: 

On hand 600.00 

In banks 3,400.00 4,000.00 

Accounts and Notes Receivable: 

Trade debtors $156,000.00 

Less : 

Reserve for doubtful ac- 
counts 3,120.00 152,880.00 

Personal accounts receivable 6,420.00 

Notes receivable 12^00.00 172,100.00 

Inventories : 

Finished products (cost) 176,000.00 

Goods in process (cost) 22,500.00 

Raw materials (cost) 87,500.00 

Fuel and factory supplies (cost).. 2,000.00 288,000.00 464,100.00 

Deferred Charges to Profit and Loss: 

Interest prepaid on notes outstanding 845^)0 

Insurance premiums prepaid 460.00 

Stable supplies on hand 115.00 1,420.00 

$1,109,370.00 
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COMPANY 

A 

DECEMBER 31, 1910 

LIABILITIES AND NET WORTH 

Mortgage Bonds Outstanding: 
Dated January 2, 1910 — due January 2, 1919 $200|OOO.oo 

Accounts and Notes Payable: 

Trade creditors $ 76400.00 

Customers' accounts showing credit 
balances 870.00 

Notes payable (discounted at banks) 47,000.00 $124,270.00 



Items Accrued But Not Due: 

Interest on mortgage bonds 5,933-33 

Taxes (estimated for 1910) 750.00 

Labor 566.67 7,250.00 131,520.00 



Capital Stock — (authorized issue 10,000 shares 
@ 100.00) 
Issued and fully paid — 6,000 shares at par. . . . 600,000.00 

Reserve for Sinking Fund 39,000.00 

Surplus : 

Balance December 31, loop, as ad- 
justed (see Exhibit A — Schedule i) 56,400.00 

Net profit — year ended December 31, 
1910 (see Exhibit B) 100.450.00 

156,850.00 

Less: 

Semi-annual dividend (3%) de- 
clared July 10, 1910 18,000.00 138,850.00 



Net Worth 777^50.00 

$1,109,370.00 
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ATWOOD MANUFACTURING COMPANY 



EXHIBIT A— SCHEDULE i 



STATEMENT OF ADJUSTMENTS TO SURPLUS DURING YEAR 



ENDED DECEMBER 31, 1910 



Balance December 31, 1909 $96,810.00 

Add: 



Credit Adjustments: 

Error in inventory of raw materials, as of December 31, 

1909, $1,000.00 extended as $10.00 990.00 

Interest prepaid on notes outstanding as of December 

31, 1909 780.00 

Insurance premiums unexpired, as of December 31, 1909. 410.00 



98,990.00 



Deduct: 

Labor accrued but not due December 31, 1909. . . $ 950.00 

Loss on bad accounts charged off in 1910, which 
should have been provided for by means of a 
reserve, the same as has been done on Decem- 
ber 31, 1910. This entry to adjust the omission 2,640.00 3>590.oo 



Balance December 31, 1909, as Adjusted (see Exhibit A) . $95,400.00 
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ATWOOD MANUFACTURING COMPANY 

£XH1BIT B 
PROFIT AND LOSS STATEMENT— YEAR ENDED DECEMBER 

31, 1910 

Gross Sales $3,000,000.00 

Deduct: 
Returned goods 14,600.00 



Net Sales $i,98;40o.oo 

Cost of Goods Sold (See Exhibit B — Schedule i) 1,588^20.00 

Gross Profit from Sales (20% of Sales— 25% of Cost) . . 397,080.00 
Deduct: 
Selung Expenses: 

Advertising $79,000.00 

Salesmen's salaries 47,^00.00 

Salesmen's expenses ^,800.00 

Agents' commissions 49,700.00 

Credit-man's salary 3,500.00 

Mercantile references 550.00 

Stenographers-selling depart- 
ment 2,350.00 

Stable expenses 3,200.00 

Miscellaneous 400.00 

Total selling expenses (54% of gross 

profits) 214,000.00 

General Administrative Expenses: 

Officers' salaries 42^50.00 

Office help 15,600.00 

Office supplies 2,22aoo 

Postage, telephone, and tele- 
grams 1,165.00 

Auditing charges 1,020.00 

Miscellaneous 865.00 

Depreciation of office equip- 
ment Tgojoo 



Total general expenses (16% of gross 
profits) 64,010.00 278,010.00 

Net Profit from Operations (6% of Sales^7i% of Cost) 119,070.00 
Deduct: 
Net Interest Charges and Loss on Bad Accounts : 

Interest on bonds (i year).. I2jooojoo 
Interest on notes discounted. 2^20.00 
Discounts on sales 21,000.00 35^20.00 



Less: 

Discounts on purchases 20,000.00 

Net interest charges 15,820.00 

Loss on bad accounts 2,800.00 18,620.00 



Net Profit (See Exhibit A)— (5% of Sales— 61% of Cost) $100,450.00 
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ATWOOD MANUFACTURING COMPANY 

EXHIBIT B— SCHEDULE i 

STATEMENT SHOWING COST OF GOODS SOLD DURING 

YEAR ENDED DECEMBER 31. iQio 

Raw Materials Used $584,893.80 

Productive Labor 779,701.68 

Total Direct Charges to Manufacturing During 1910. . $1,364,59548 
Manufacturing Expenses: 
Superintendence and non-productive labor... 62,464.27 

Power, heat, and light 10,642.14 

Factory supplies 6,420.18 

Repairs to machinery and equipment 9,624.10 

Insurance on raw material and machinery... 617.50 

Maintenance of real estate: 

Taxes $ 2,865.00 

Insurance 1,765.00 

Repairs 1,147.2s 

Depreciation 14,000.00 



19,777.25 

Less: 
Income from renting workmen's 
cottages 2,650.00 17,127.25 



Depreciation of machinery and equipment... 23,850.00 
Annual charges for extinguishment of patent 

rights 2,940.00 

Drawings and patterns charged off 2,640.84 

Total Indirect Charges to Manufacturing During 1910. 136,326.^ 

Total Charges to Manufacturing During 1910 1,500,921.76 

Add: 
Cost of goods in process December 31, 1909. 42,136.24 

Less : 
Cost of goods in process December 31, 1910. . 22,500.00 19,636.24 

Total Cost of Production 1,520.558.00 

Add: 
Cost of finished goods on hand December 31, 
1909 243,762.00 

Less: 
Cost of finished goods on hand December 31, 
1910 176,000.00 67,762.00 

Cost of Goods Sold During 1910 (See Exhibit B) $1,588,320.00 



Chapter XXXII 

ANNUAL REPORT FOR MERCANTILE ESTAB- 
LISHMENT 

§268. Constituent Parts of Report. 

The following group of statements constitute a complete 
annual report of a mercantile partnership, including sched- 
ules which show details supporting certain items on Exhibit 
A. 'i'hey consist of the following: — (i) Balance Sheet; (2) 
List of Balances Due From Customers, so Arranged as to 
Indicate the Condition of Those Balances; (3) Statement 
Showing Amount and Cost of Insurance in Force, and the 
Unexpired Premiums; (4) Statement of Adjusting Entries 
Made in 19 10 Affecting the Net Worth of the Partners as at 
the Close of the Previous Year; (5) Profit and Loss State- 
ment; (6) Summarized Analysis of Sales, Returns, Cost of 
Goods Sold, and Gross Profits. 

§269. Arrangement of Report. 

The balance sheet is arranged with the floating assets first, in 
the order of their availability, followed by the fixed assets in 
the order of their permanency and importance. The tangible 
assets should always appear before the intangible. The de- 
ferred charges to profit and loss are shown last, regardless 
of whether the fixed or floating assets appear first. The 
floating liabilities appear first, like the floating assets, fol- 
lowed by the fixed. The elements of net worth should al- 
ways appear last on the liability side of the balance sheet. 

The adjusting entries made in 19 10, as indicated on Ex- 
hibit A — Schedule 3, would not have been necessary if the 
bookkeeper had properly closed the books on December 31, 
1909. He erroneously omitted to enter certain bills and ac- 
crued items applicable to 1909 before the books were closed. 
As a result the net worth of the partners as of December 
31, 1909, had to be adjusted (corrected) during the subse- 
quent year. It would not have been correct to pass the ad- 
justments through the Profit and Loss account. 
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§270. Form of Report. 



MATTHEWS 

EXHl 
BALANCE SHEET 



ASSETS 
Cash: 

J? ^ks $ 14.048.93 

On hand 30aoo $ i4>348-93 



AccouKTS Receivabus: 
Customers* (see Sched- 
ule i) $24,051^48 



Less: 

.Reserve 
counts 



for bad ac- 



94500 23,106^ 



Accounts payable showing debit 

balances 

Advances to officers and agents... 



60149 
1,066.19 24,774.16 



Notes Receivable 

Inventories : 

Merchandise on hand (cost) 82,65842 

Merchandise consigned (cost) 30,701.56 



Real Estate: 

Land (plot 60^x250') (cost) 
Building (cost) 



FtXTUSES 



9,ooox)0 
56,000.00 

18462.00 



7490.70 



113,359.98 $159,973-77 



65,000.00 



Less: 

Reserve for depreciation (10% per 
annum) 



5i538.oo. 12,924.00 77,924x0 



Good Will 

Deferred Charges to Profit and Loss: 

Insurance unexpired (see Schedule 2) 

Advertising cuts and supplies 

New catalog 

Shipping roont supplies 

Office supplies 

Interest prepaid 



l,345-52 

1340.00 

1,650.00 

420.00 

276.00 

24500 



25,000.00 



5,776.52 



$268^674-29 
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& BURNS 

BIT A 
DECEMBER 31, 1910 

LIABILITIES AND NET WORTH 

Accounts Payable: 

Trade Creditors $ 35,035.65 

Customers' credit balances 105.78 $ 35}I4I43 

\ 

Notes Payable: 

Discounted at banks 24,500.00 

Issued to creditors 8,640.00 33,140.00 

AccRXTED Items : 

Taxes 740.00 

Interest on mortgages payable 495«oo 1,235.00 $69,516.43 

Mortgages Payable: 

First 25.000.00 

Second 8^000.00 33,000.00 

Net Worth : 

James B. Matthews: 

Balance of Capital Account, De- 
cember 31, 1909, as adjusted 
(see Schedule 3) 63,146.24 

One-half net profit for 1910 (see 
Exhibit B) 20,081.23 83,22747 

William G. Burns: 

Balance of Capital Account, De- 
cember 31, 1909, as adjusted 

(see Schedule 3) 62349-17 

One-half net profit for 1910 (see 
Exhibit B) 20,081.22 82,930.39 166.157.86 

$268,674.29 
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MATTHEWS & BURNS 



EXmBIT A— SCHEDULE i 



CUSTOMERS' ACCOUNTS RECEIVABLE^DECEMBER 31, 1910 



Name 



Amount 



H. W. Adams Co $ 4xx> 

G. H. Benedict & Co 185.00 

Brown Retailing Co 135-63 

J. S. Butler & Co 2,754.87 

Cameron Stores 14341-00 

Cone & McNeil 225.75 

Derry & Sons 3.50 

Donaldson Tradings Co... 51.84 

Dunn, Goode & Co 856 A) 

Everitt & Fisher ^ 220.00 

Famum & Brown 500.00 

Good Value Co. 1,768.25 

Hamilton & Co 110.00 

H. J. Homer Co 3.00 

Ingraham Merc. Co 199-77 

Junior Mfg. Co 196.88 

Kellogg & Kellogg 24.00 

Lamb Trading Co 175.00 

Long & Short 135.00 

Maine Buying Co 54.01 

North Store Co. 1.70 

Oppenheimer & Co 72.62 

Prince Stores 292.91 

Frick Sales Co 68.60 

Right Treatment Co 440 

Sure Thing Co 10.00 

Tucker & Plater 333.82 

Union Supply Co 1.25 

Vernon & White 821.88 



Under 
30 days 



4.00 
185.00 




8,186.93 



350 

51.84 
856.80 



813.7s 
110.00 

3.00 

199.77 

196.88 

175^00 
135-00 

32.09 
1.70 

72.62 
292.91 

440 

333.82 

1.25 

596.88 



Over 30 Over 60 Over 
and under and under 90 days 
60 days 90 days 



$2406.19 
6,654.07 

225.7s 



$220.00 

500.00 

274.50 $630.00 50.00 



24.00 



21.92 



68.60 



10.00 



225.00 



Total (See Exhibit A). $24,05 1.48 $12,74145 $9,80743 $630.00 $872.60 
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MATTHEWS & BURNS 



EXHIBIT A— SCHEDULE 2 



STATEMENT SHOWING AMOUNT AND COST OF INSURANCE 
IN FORCE, AND THE UNEXPIRED PREMIUMS AS 

OF DECEMBER 31, 1910 



Date Amount Amount Unexpired 

Company Risk of Expires of of as of 

Policy Policy Premium x 3/31/ 10 

Z9Z0 X9XZ 

Scottish Union.. .Building Mar. 27 Mar. 27 $5,000.00 $62.50 

London Assurance, do do do 14,000.00 175.00 

Hartford Fire do do do 6,500.00 8L25 

Aetna-Hartford.... do do do 15,000.00 187.50 

American of PhiL.. do do do 15,000.00 187.50 

Mechanic-Erie do do do 15,000.00 187.50 $212.98 

Phoenix-Hartford, do Aug. i Aug. i 6,000.00 75.00 

L. L. & Globe.... do do do 8,000.00 100.00 

Home of Newark., do do do 7,500.00 93.75 156& 

Manufacturers.... Mdse. July i July i 34,180.00 427.25 

Worcester Fire... do do do 16,000.00 199.50 

National of N. J. do do do 12,500.00 156.25 391.50 

Royal do Aug. i Aug. i 14,000.00 175.00 

Union of Phil do do do 8,000.00 100.00 161. 19 

Connecticut do Oct. i Oct. i 16,000.00 199-50 

Germania do do do 15,000.00 187.50 

Royal do do do 14,000.00 i75-oo 423.05 

Amount of insurance in force December 31, 
1910 $221,680.00 

Cost of above insurance $2,770.00 

Unexpiked Premiums December 31, 1910 (see Exhibit A) $1,345.52 
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MAITHEWS & BURNS 

 

EXHIBIT A— SCHEDULE 3 

STATEMENT OF ADJUSTMENTS IN 1910 AFFECTING THE NET 
WORTH OF THE BUSINESS AS OF DECEMBER 31, 1909 

Debit Adjustmsnts: 

Taxes for 1909 paid in 1910 $ 715.00 

Bills applicable to 1909 entered in 1910 1*724-16 

Salaries accrued as of Dec. 31, 1909 but paid and 

charged Jan. 2, 1910 568.50 $3,007.66 



Deduct: 
Credit Adjustments: 
Insurance premiums unexpired as of December 31, 1909. . . . 1,345.52 

Net Debit Adjustments to Surplus Account, to be Charged 
TO Partners' Investment Accounts in Equal Amounts... $1,662.14 

Partners' Capital Accounts December 31, 1909: 
James B. Matthews, as per books $63,977.31 

Deduct: 

One-half of above net adjustments.... 831.07 

Balance as adjusted December 31, 1909 (see Ex- 
hibit A) $63,146.24 

William G. Bums, as per books 63,680.24 

Deduct: 

One-half of above net adjustments.... 831.07 

Balance as adjusted December 31, 1909 (see Exhibit 
A) $62,84917 
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MATTHEWS & BURNS 
EXHIBIT B 

PROFIT AND LOSS STATEMENT YEAR ENDED 

DECEMBER 31, 1910 

Gross Profit on Sales (see Schedule i) $134,190.60 

Deduct : 
Selling Expenses*. 

Salesmen's salaries $ 9i732.50 

Salesmen's expenses 14,541.31 

Commissions 3,164.42 

Advertising S^T^'^^TJ 

Free samples 3,264.24 

Freight and cartage outward 3,688.67 

Credit-man's salary 3,619.08 

Mercantile agencies 166.50 

Total selling expenses $ 43»8^49 

General Administrative Expenses : 

Salaries 39,279.14 

Maintenance of real estate: 

Taxes $740.00 

Insurance 660.00 

Repairs 246.00 1,646.00 

Depreciation of fixtures 1,846.20 

Insurance on stock 524XX3 

Office supplies 1,620.53 

Telephone, telegrams, and postage 1,264.22 

Collection charges 524.90 

Heating and lighting 361.18 

Suppers 78.25 

Incidentals 225.93 

Total general expenses 47,370.44 91*259.93 

Net Profits from Operations 42,930.67 

Deduct : 
Net Balance of Interest and Discount Items: 

Interest on notes $i>573<34 

Interest on mortgages. 990.00 
Discounts on sales 1,225.59 3*788.93 

Less: 

Discounts on purchases 1,820.71 1,968.22 

Loss on bad accounts 800.00 2,768.22 

Net Profit, Year Ended December 31, 1910, Apportion able 
Between Partners as Follows: 

Tames B. Matthews (see Exhibit A) . . 20,081.23 

William G. Bums (see Exhibit A) 20,081.22 $40,16245 
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MATTHEWS & BURNS 

EXHIBIT B— SCHEDULE i 

SUMMARIZED ANALYSIS OF GROSS SALES, RETURNS, NET 

SALES, COST OF GOODS SOLD, AND GROSS PROFITS 

YEAR ENDED DECEMBER 31. 1910 



Gross Goods Net Cost of Gross 

Department Sales Returned Sales Sales Profit 

.$102,367.22 $ 9,77241 $ 92.594-81 $ 36487.96 $ 56,106.85 

43.090.94 2,408.21 40*682.73 1474741 25,935.32 

92,614.83 1318.72 90,796.11 57,087.76 33,708.3s 

35,392.55 731,36 34,661.19 21,077.46 13,583.73 

4,102.31 310.15 3,792.16 2,213.33 1,578-83 

3,112.30 85,43 3,026.87 1,177.62 1,849-25 

2,765.69 418.04 2,347.0s 918.78 1428.27 



A 
B 
C 
D 
E 
F 
G 



Gross Sales... $263445.84 



Total Goods Returned $15,544.92 



Total Net Sales $267,900.92 



Total Cost of Sales $133,710.32 



Total Gross Profits (See Exhibit B) $134,190.60 

Net profit from operations should always be shown before 
adding or deducting, as the case may be, interest on bor- 
rowed capital, discounts allowed, discounts taken (these refer 
to cash discounts only), loss on bad accounts, etc. 

The writer is opposed to the plan, advocated by some ac- 
countants, of showing on the profit and loss statement the 
figures used in arriving at the cost of goods sold. It con- 
fuses the lay mind, and a financial report should be clear 
enough to be understood by one not familiar with accounts. 
It is advisable to show such figures either on a separate 
sheet, to be known as Exhibit B — Schedule i, or as a foot 
note on the profit and loss statement. In this and the previ- 
ous report the cost of goods sold is worked out on Exhibit 
B — Schedule i. 



Chapter XXXIII 
STATEMENT OF NATIONAL BANK 

§271. Constituent Parts of Statement. 

The statement following, consisting of a balance sheet and 
a profit and loss statement, are such as a board of directors 
would find very useful. Among banks it is not customary 
to submit to the public anything in the way of a financial re- 
port except a very condensed balance sheet, it being opposed 
to their practice to present in their published report a profit 
and loss statement. Such a statement should be made, 
nevertheless, because a national bank is designed to serve the 
public, and a condensed balance sheet does not indicate the 
results from its operations with the depositors' money, — a 
matter of information to which the writer believes the public 
have a right. 

It is the custom throughout the United States in bank book- 
keeping to use the word "Resources" instead of "Assets" as a 
heading on the left side of the balance sheet, or "Statement 
of Condition," as it is commonly termed. The word "Re- 
sources" has always been used in the reports of national banks 
to the Comptroller of the Currency, and the custom has been 
followed in all printed reports of national banks. 
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§272. Form of Statement. 



TfflRD NATIONAL 



STATEMENT OF CONDITION 



RESOURCES 



Loans and discounts: 

Bills receivable unmatured 

Demand loans outstanding 

Time loans unmatured 

Bills receivable and time loans overdue. . . . 



Overdrafts 

U. S. bonds to secure circulation (par) 

Other bonds and stocks 

Banking house and equipment 

Due from banks 

Coupons due February zst 



$3,847.56840 
8QO.672.00 

14,644.50 



$6^17.139.16 

568.20 
6oo,ooojoo 
7514004)0 
122476.24 
184.714.a8 
77,432.00 



Cash and cash items: 

In vault 

Cash items 

Exchanges for clearing house. 
With reserve agents , 



Due from U. S. treasurer: 

Currency for redemption 
Five per cent fund .... 



505,642.24 
24408.52 

15043744 
387,642.94 



1,000.00 
30,ooaoo 



Interest receivable accrued and taxes paid in advance. 



1,074^11.14 



31,000.00 
1 146244 



$9,07040346 
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BANK 



AT THE CLOSE OF BUSINESS, JANUARY 31, iQio 

LIABILITIES AND NET WORTH 



Discount unearned and interest receivable prepaid 

Taxes accrued, circulation expenses accrued, and expense 

bills unpaid 

Circulation outstanding 



$ 68,241^ 

19,764.50 
587400.00 



Deposits : 

Individual deposits $4,983417.78 

Certificates of deposit 78446.CO 

Cashier's checks , 8,643.27 

Certified checks 6452.24 

Due to banks 284,^4.14 



Capital stock 1,600,000.00 

Surplus 800,000.00 



Undivided profits: 

Balance January 31, 1909 $545*571 47 

Net earnings during year ended 
January 31, 1910 183342.22 



729413.69 



5,361,583.43 



Less: 

Dividends paid during year 
ended January 31, 1910 



96,000.00 633,413.69 



Net worth January 31, 1910 3,033413.69 

$9,07040346 
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THIRD NATIONAL BANK 
INCOME ACCOUNT. YEAR ENDED JANUARY 31, 1910 

Discount on bills receivable and time loans 

(5.7864% per annum) $302,710.47 

Interest on demand loans (local) 37^62.94 

Collection charges 5,642.26 

Interest on balances with reserve agents 10,146.27 

Interest on New York and Philadelphia call loans 

(6.1192% per annum) 22476.00 

Interest on depositors' overdrafts 163.09 

Safe deposit box rentals 92142 

Total Income (100.00%) $3791^2245 

Deduct : 
Cost of obtaining loanable funds : 

Interest on depositors' balances 104,97449 

Deposit tickets, check books, and pass books. 2,86244 

Expense of issuing and maintaining circulation 5»766.97 

Total Cost of Obtaining Loanable Funds (30.00%) 113,603.90 

Gross Earnings (70.00%) 266,318.55 

Deduct : 
Expenses : 

Officers' salaries 27,600.00 

Clerks' salaries and lunches 19,327.16 

Postage and express 2,121.40 

Telephone and telegrams 386.24 

Stationery and printing for use in bank 1,17644 

Office supplies and expenses 623.14 

State and City taxes 26423.00 

Maintenance of building 2,37644 

Advertising 1,176.24 

Directors' fees 1,050.00 

Miscellaneous items 216.27 

- 

Total Expenses (22.00%) 82476.33 

Net Earnings (48.00%) $183,842.22 



Chapter XXXIV 

TREASURER'S COMPARATIVE MONTHLY RE- 
PORT 

§273. Details Given. 

It is customary for the treasurer of a corporation to pre- 
sent a monthly report to the directors. The details to be 
given depend on the requirements of the board and also on 
the possibilities of the accounting system. If profits can only 
be ascertained annually or semi-annually after taking an in- 
ventory, then the monthly report can not embody an accurate 
balance sheet, or a profit and loss statement. A summarized 
statement of cash receipts and disbursements can always be 
made, and such statistical data as gross sales, returns, pur- 
chases, etc., can be presented if desired. The following is 
a practical form of a treasurer's report where profits can 
be ascertained monthly. 

The monthly report is not usually as detailed as the annual 
or semi-annual report. It is condensed, and to this end the 
balance sheet is often framed in statement form as illustrated 
in this report. 

Ordinarily the gross sales are shown, from which are de- 
ducted the returns in order to show the net sales. In this 
report only the net sales are shown. In an instalment furni- 
ture house, for example, the returns covering any given period 
do not mean much to one when examining the profit and loss 
statement; and, whether the amount is seemingly large or 
small, would not, generally speaking, result in a change of 
the conditions. Whether returns are shown, therefore, is 
a matter to be determined largely by the conditions and nature 
of the business. 
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§274* Form of Report. 



J. B. CRAPSER CO. 

COMPARATIVE STATEMENT OF CASH RECEIPTS AND 

DISBURSEMENTS 



Cash in banks and on hand 
February 28th 

ZIFTS: 

Trade debtors 

Cash sales 

Sale of two horses 

Insurance claim adjusted.. 
Interest on deposits 



Disbursements : 

Trade creditors 

Officers' salaries 

Office help.. 

Office supplies and postage 

Salesmen's salaries 

Salesmen's expenses 

Advertising 

Credit man's salary 

Store pay roll 

Store supplies 

Stable pay roll 

Stable supplies 

Freight inward 

Freight outward 

Rent 

Insurance 

Telephone (February) .... 

Telegrams 

Miscellaneous 

Balance in banks and on hand 
March 31st 



April I, 1910. 



Marci 


s, 1910 


March 


, 1909 




$26,000.00 




$19,750.00 


$6743976 




$58466.22 




1,562^ 




2.142.8s 




360.00 




2,31640 




43.33 


6940549 
$9540549 


37^1 


62,962.68 




$82,712.68 


$53,621.60 




$47,214.45 




1,800.00 




1,800.00 




675.00 




560.00 




343-27 




185.00 




1,600.00 




1,300.00 




754-20 




527.25 




1,262.26 




2,76575 




350.00 




300.00 
1,850.00 




2,420.00 






265.45 




562.60 




450.00 




400.00 




86.50 




184.50 




320.51 




27548 




626.00 




843.26 




1,200.00 




1,200.00 




216.00 




184.70 




54.00 




49.50 




14.50 




27.64 




76.50 


66,13579 
$29,269.70 


153-16 


60,383.29 






$22,329.39 




W. P. Cathie, 






Treasurer. 
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J. B. CRAPSER CO. 
COMPARATIVE BALANCE SHEET 

Assets. ^akch 31, 1910 March 31, 1909 

Store equipment $ 9^5.00 $ 8^762.50 

Office equipment 1,01240 974«oo 

Stable equipment 3,218.90 3420.00 

Interior alterations 4,720.00 4,720.00 

$ 18,196.30 $ 17,876.50 

Deduct : 

Reserve for deprecia- 
tion (10%) S»624.oo $12,572.30 4.108.55 $ i3»767-95 

Cash $ 29,269.70 $ 22,329.39 

Accounts receivable 91414.14 79,07140 

Notes receivable 11,421.50 4,^.00 

Merchandise on hand. .. 176,221.27 128,643.96 

Supplies on hand 1,041.00 2,314.22 

Insurance unexpired — I97^ 310,365.05 153-26 237,936.23 

Total Assets $322,937-35 $251,704.18 

LlABIUTIES AND NET WORTH. 

Accounts payable $122,96240 $91,416.29 

Notes payable 51,762.00 46,745.00 

Accrued taxes (estimated) 278.00 314.00 
Reserve for doubtful ac- 
counts 1,370.00 $176,37240 1,197.00 $139,672.29 

Capital Stock: 

Common $ 50,000.00 $ 50,000.00 

Preferred 50,000.00 50,000.00 

$100,000.00 $100,000.00 

Surplus : 

Balance. February 28th $ 37»240.35 $ 6,189,23 

Net Profit for March. 9,324.60 146.564.95 5^42.66 112,031.89 

$322>937.35 $251,704-18 

Correct : 

R. W. HuRLBUT, W. P. Cathie, 

Auditor. Treasurer. 
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J. B. CRAPSER CO. 

COMPARATIVE PROFIT AND LOSS STATEMENT 

March, 1910 Mabch, 1909 

Net sales of " A " $21,647,26 $16,214.71 

Cost 16,340.80 11362.50 

Gross profit $ 5,306.46 $ 4,352^1 

Net sales of " B " $27,477 A) $18,610.16 

Cost 21,263,55 I4»366.50 

Gross profit 6,214.25 4,243.66 

Net sales of "C" $32,314.50 $30,7^55 

Cost 23,667,15 21,84062 

Gross profit 8,647.35 8,923.93 

Net sales of " D " $1142644 $ 3,51640 

Cost 8,216.00 2,746.27 

Gross profit 3,21044 770.13 

Total gross profit $23,378.50 $18,289.93 

Deduct : 

Selling expenses $ 8»i89.20 $ 7,527.50 

(For details see Analysis 
Book.) 
General administrative ex- 
penses 4,379,27 4,234.68 

(For details see Analysis 
Book.) 12,66847 11,762.18 

Net profit before deducting 
items of interest, dis- 
counts, loss on bad ac- 
counts, etc. 10,710.03 6,527.75 

Deduct : 

Net interest charges: 

On borrowed moneys 820.50 516.40 

Discounts on sales 674.63 428.12 

$ 1,495-13 $ 944-52 

Less: 
Discounts on purchases. . $ 525.90 $ 591.88 

$ 969.23 $ 352.64 
Reserve for doubtful ac- 
counts 416.20 1,38543 33245 685.09 

^^^^^^^m^mmm^m^^^^ m^^^^mbh^^^-^^-^b mi^a^m^m^,^^^a^^m^^,^ ^a^mm^^^^^^m^^m^m 

Net profit (see Balance Sheet) $ 9,324-6o $ 5,842.66 

Correct : 

R. W. HuRLBUT, W. P. Cathie, 

Auditor. Treasurer. 



Chapter XXXV 

PROCEEDINGS IN BANKRUPTCY 

FORMS FOR STATEMENT OF AFFAIRS AND DE- 
FICIENCY STATEMENT 

§275. Statement of Affairs and Deficiency Statement. 

The "Statement of Affairs" and the "Deficiency State- 
ment," or "Deficiency Account," are usually employed in 
connection with the accounting of concerns which are in 
liquidation as a result of bankruptcy. 

The bookkeeper or auditor is but seldom called upon to 
make these statements. A bookkeeper usually severs his 
connection with a business before it becomes bankrupt and 
has little or no occasion to concern himself with its subse- 
quent affairs. The public accountant is not usually called 
upon to prepare such statements because the valuation of 
assets with which these statements are so largely concerned 
is a matter to be attended to by the appraisers and the referee. 

The forms for the "Statement of Affairs" and the "De- 
ficiency Statement" are brought in here because the book- 
keeper or accountant should be able to prepare them if called 
upon to do so, and should be capable of passing upon them 
in case they are submitted to him for analysis or verification. 

§276. Appointment and Duties of Trustees in Bankruptcy. 

When an individual, partnership, or business corporation 
has been adjudged a bankrupt, the creditors at their first 
meeting after the adjudication ^ should appoint one or more 

*■ The date of entry of a decree in a tjankruptcy proceeding that the defendant is 
a bankrupt. 
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trustees, as may be required. In case they do not exercise 
this privilege, the court will appoint. The first meeting re- 
ferred to above must be held not less than ten nor more than 
thirty days after the adjudication, at the county seat of the 
county in which the bankrupt had his principal place of 
business. 

The trustee in bankruptcy must account for all moneys 
belonging to the bankrupt concern which may be received by 
him; collect and reduce to money the property of the bank- 
rupt; deposit all moneys received by him as such trustee in 
a bank designated by the court; disburse the funds only by 
check; lay before the final meeting of the creditors detailed 
statements of the administration of the estate; make final re- 
ports and file final accounts with the referee fifteen days be- 
fore the day fixed for the final meeting of the creditors, and 
pay dividends within ten days after they are declared by the 
referee. He must also report to the court, in writing, the 
condition of the estate and the amount of money on hand, 
together with such other details as may be required by the 
court, within the first two months after his appointment and 
every two months thereafter, unless otherwise ordered by 
the court.^ 

It is customary for the trustee to compile, or have com- 
piled, a statement of affairs and a deficiency statement, as 
illustrated hereafter, as soon as possible after his appoint- 
ment. From these two statements the court, the trustee, and 
any other persons at interest, may gain a fair idea of the prob- 
able results from liquidation. It is not compulsory on the 
trustee to have such statements compiled, but it is usually 
done as a matter of good practice. 

The only statement actually required by the court must 
be furnished by the bankrupt himself within ten days after 
the adjudication if an involuntary bankrupt, and with the 
petition if a voluntary bankrupt, and consists of a schedule 

' The term " court " as used here means the court of bankruptcy in which the 
proceedings are pending, and may include the referee. 
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of his property showing the amount and kind of property, 
the location thereof, and its money value in detail; a list of 
creditors with their addresses, the amount due each of them, 
the consideration thereof, the security held by them, if any; 
and a claim for such exemptions as the bankrupt may be 
entitled to. This report must be rendered in triplicate. 

§277. Referees in Bankruptcy. 

Referees are appointed by the court of bankruptcy, for a 
period of two years. They are direct representatives of the 
court by which they are appointed. They declare dividends 
and prepare and deliver to the trustees the dividend sheets 
showing the dividends declared and to whom they are pay- 
able; they examine all schedules of property and lists of cred- 
itors filed by the bankrupts, and cause such as are incomplete 
or defective to be amended; they furnish such information 
concerning the estates in process of administration before 
them, as may be requested by the parties in interest; and 
they prepare and file the schedules of property and lists of 
creditors required to be filed by the bankrupts, or cause the 
same to be done, when the bankrupts fail, refuse, or neglect 
to do so. 

§278. Investigation of Bankrupt's Affairs. 

All real and personal property must be appraised by three 
disinterested appraisers, who shall be appointed by, and re- 
port to the court. Their figures in respect to the estimated 
realizable value of the assets, should be used in compiling the 
statement of affairs. The referee and trustees should co- 
operate in an effort to obtain a complete statement of all 
liabilities, including all contingent ones. In this effort they 
are permitted by law to require the bankrupt to appear before 
them and answer all questions they may elect to ask concern- 
ing his affairs. The public accountant is sometimes called 
in by the trustees to compile a report showing the condition 
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of the assets and liabilities as at the date the trustees take 
charge of the business, or the date of adjudication, as the 
case may be. Such a report would not differ in form from 
a regular audit report, so far as the balance sheet is concerned. 
The auditor would present book values and not the apprais- 
ers* values. 

§279. Trustees' Accounts and Reports. 

Where it is deemed for the best interests of the creditors 
the court will order the business conducted by the trustees 
as long as is advantageous. No special knowledge is re- 
quired to keep or examine the accounts of trustees. The 
transactions having to do with the liquidation of the busi- 
ness, must be kept separate from those having to do with the 
expenses of administering the business. 

The statements presented to the referee by the trustees 
must show in summarized form all cash receipts and dis- 
bursements, properly classified, during the period covered by 
the report. It is a good plan to show in two additional col- 
umns the total of such receipts and disbursements from the 
beginning of the trusteeship to date. Another schedule should 
show the original condition of the liabilities, the amounts by 
which they have been reduced, and their present condition. 

The referee may also desire a schedule showing the ap- 
praised value of the assets, the amount realized on each to 
date, the balance to be realized, and any comments by the 
trustees as to the probable proportion yet to be realized. If 
the business is being conducted by the trustees they must also 
present a report showing the results from the conduct of the 
business. 

§280. Priority of Debts. 

Debts of the bankrupt which have priority are as follows: 
— All taxes legally due; the necessary cost of preserving the 
estate subsequent to filing the petition ; the filing fees paid by 
creditors in involuntary cases; the cost of administering the 
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trusteeship; wages due workmen, clerks, or servants which 
have been earned within three months prior to the date of 
commencement of proceedings (such wages not to exceed 
$300 to any one claimant) ; debts owing to any person who 
is entitled to priority by the laws of the United States ; mort- 
gages on real and personal properties, and mortgage bonds; 
liabilities in the form of written instruments (such as notes, 
etc.), secured by the assignment of certain assets Reified 
in the instrument, and judgments and costs. A mortgage, 
or other secured liability, carries with it all accrued interest. 
The debts which have priority may be divided into two 
classes, — (i) those of preferred creditors, and (2) those of 
secured creditors. The former must be satisfied before any 
other liabilities are liquidated. The latter must be proved 
and allowed by the court, and then the property pledged as 
security must be converted into money according to the terms 
of the written instrument, or of the arrangement entered into 
between the creditor and the court. If the creditor's claim 
is not fully satisfied from the proceeds of the property 
pledged for its security, the balance due the creditor ranks 
the same as the ordinary unsecured creditor's claim, and he 
is paid dividends accordingly. 

§281. Statement of Affairs. 

This form of statement consists of a regular balance sheet 
to which are added two columns, one on either side, for 
showing on the asset side the probable realizable values of 
the assets, and on the liability side the liabilities that must be 
paid out of the moneys realized from all assets except those 
mortgaged or pledged as collateral security. The difference 
between the footings of these two extra columns is called 
the deficiency, and represents the excess of liabilities unse- 
cured over the estimated amount available for liquidating 
the unsecured liabilities. 
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In the arrangement of a statement of affairs the assets 
should appear in the order of their availability; the liabilities 
in the order of priority, — i. e., the preferred creditors first, 
the secured creditors next, the partially secured creditors 
next, and then the unsecured creditors properly classified. 
All liabilities represented by mortgages payable or mortgage 
bonds outstanding should be deducted from the appraised 
value of the assets pledged. (See Liability No. 2.) If the 
amount of the lien exceeds the appraised value of the prop- 
erty covered by the lien, then only such a part of the lien 
should be used as a deduction from the appraised value of 
the asset to which it applies, as will exactly equal that ap- 
praised value. The balance of the lien should be extended 
on the liability side because it represents the estimated por- 
tion of the liability that is unsecured. (See Liability No. 4.) 
All liabilities secured by the assignment of assets should be 
deducted from the appraised value of those particular assets, 
and if that appraised value exceeds the amount of the liabil- 
ity the balance should be extended on the assets side as part 
of the realizable assets for liquidating the unsecured liabilities. 
(See Liability No. 3.) 

The unsecured creditors are not listed in any particular 
order because they are on an equal footing so far as their 
claims are concerned. Bonds that are not a specific lien on 
property described on their face have no priority over ordi- 
nary trade creditors. Some real estate companies issue 
bonds that state "these bonds are a lien on all the assets of 
this company." Such a statement means nothing so far as 
security is concerned, and in case of a failure the bondhold- 
ers rank with the other unsecured creditors. 

§282. Deficiency Statement. 

This is usually called a deficiency account, but such a term 
is incorrect if the data are presented in statement form, as 
illustrated. 
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The deficiency statement merely shows how the amount of 
deficiency as shown in the statement of aflfairs is arrived at. 
It is started with the net worth (capital, plus surplus or 
minus deficit). For a business to be insolvent the liabilities 
exclusive of net worth must exceed the value of the assets. 
(Value referred to here means the value of the assets to a 
going business.) Therefore, unless the shrinkage in assets 
wipes out all the surplus and also the entire amount of cap- 
ital, the business is still solvent. 

The items in the statement of aflfairs which require analy- 
sis in order to ascertain their composition should be sup- 
ported by schedules showing the necessary details; e. g,, ac- 
counts receivable should be supported by a schedule showing 
the name and balance of each individual personal account; 
the item of securities owned should be supported by a 
schedule showing the name of each security, number of 
shares, par value, cost, and appraised value; and the item of 
real estate should be supported by a schedule giving a de- 
scription of each tract or piece of property, its cost to date, 
and its appraised value. Any liabilities requiring analysis 
should be presented in the same way. 

It is also advisable to attach to the report an explanation 
of the cause of any extraordinary shrinkages, and the prob- 
able cause or causes of the failure. In this particular case 
the largest shrinkage is in the item of real estate (see Asset 
No. s), which is carried at arbitrary values instead of at 
cost, these arbitrary values having been placed entirely too 
high in order to inflate the surplus. 
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§283. Form of Statement of Affairs. 

CHRISTOPHER REA 

EXHIBIT 

STATEMENT OF AFFAIRS 

Estimated real- 
izable values, as 
per 
As PER Appraisers' 

Ledger Values 



Assets 

1 Cash : 

On hand $ 

In banks 

2 Accounts receivable: 

Rents (good) 

Rents (doubtful) 

Sundry personal accounts (good) . 
Sundry personal accounts (doubt- 
ful) 

3 Construction materials (cost) 

4 Equipment (cost) 

5 Real estate: 

1,726 vacant lots, partly improved 
— (book value) 

Valued at $710,863.42 

Houses completed and 
in process (cost) . . 

Valued at 

Office buildings on 
properties (cost) . . . 

Valued at 

6 Balance due on lots sold 

under contract 

(titles not passed).. 326,886.39 



70,000.00 



1,000.00 



Total valuation 1,108.749.81 

Deduct : 

Mortg^age liens on un- 
told properties and 
lots sold under con- 
tract 641,531.27 



7 Securities on hand: 

Mortgages receivable 

Stocks of subsidiary companies 
(cost) 

8 Securities assigned as collateral to 

notes payable: 

Mortgages receivable 

Valued at 60,000.00 

Deduct : 

Liab. No. 3 54,000.00 

Stocks of subsidiary companies 

(cost) 

Considered as of no value. 

9 Treasury stock (100 shares at par).. 
ID Deficiency (see Exhibit B) 



17640 
941.62 

32500 

460.00 

1,146.23 

2,162.75 

3.126.44 
8,642.27 



1421,726.85 



92,846.51 



3376.20 



326,886.39 



116476.22 
172,000.00 

76,000.00 



50,000.00 
10,000.00 



$ 



176.^0 
941.02 

32500 

1,146.23 



2,500.00 
5,000.00 



467,21^54 

116476.22 
80,000.00 



6,000.00 



83647760 



$2,286,792.88 $1,516,261.51 
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LTY CORPORATION 

A 
—SEPTEMBER 30, 1910 





Liabilities 


As PER 

T«etx;er 


Expected 
TO Rank 


I 


• 

Preferred creditors: 

Taxes due and unpaid $ 

Wages due and unpaid 


17426.40 
I1641.50 


$ 1742640 
1,641.50 


2 


Creditors secured by mortgages : 

First mortgages $365,000.00 

Second mortgages 176,684.00 

Interest accrued 49,847.27 

(Above amount deducted from as- 
sets Nos. 5 and 6) 


591,531-27 




3 


Creditors on notes payable fully se- 
cured 

(Above amount deducted from as- 
set No. 8) 


54,ooojcx> 





4 Creditors on notes payable partially 

secured 

Above amount represents a note 
secured by a second mortgage 
given for $50,000.00, included m 
amount of mortgage liens ($641,- 
531.27) deducted from asset No. 
6. It is estimated that the mort- 
gage is not good for more than 
$25,000.00 

5 Ordinary unsecured creditors: 

**Go\d" debenture bonds 

" Coupon " debenture bonds 

" Instalment " debenture bonds. . . 

Trade creditors 

Agents 

6 Contingent liabilities in the form of 

guarantees on bonds issued by 
a subsidiary company, and im- 
provements guaranteed to lot 
purchasers 

7 Net worth: 

Capital stock outstanding (par) . . . 
Surplus 



35,00000 



465,000.00 

240,000.00 

321,297.72 

44,681.20 

16,214,79 



200,000.00 
300,000.00 



10,000.00 



465,000.00 
240,000.00 

321,297.72 
41,681.20 
16,214.79 



400,000.00 



$2,286,792.88 $1,516,261.61 
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§284. Form of Deficiency Statement. 



CHRISTOPHER REALTY CORPORATION 

EXHIBIT B 

DEFICIENCY STATEMENT— SEPTEMBER 30, fpio 

Amount of appreciation on lots unsold as of September 

30, 1910 $ 436,184426 

Deduct : 
Debit balance of Profit and Loss account as of September 
30, 1910, being excess of expenses over profits from be- 
ginning of business — (Feb. 10, 1901) 136,184.26 

Balance of Surplus account, as per books, Sept. 30, 1910... 300,000.00 

Capital stock outstanding — ^2,000 shares at par 200,000.00 

Net Worth 500,000.00 

Shrinkage in assets, being difference between their cost or 
book value, as the case may be, and the estimated value 
for the purpose of liquidation, as shown in detail on 
Exhibit A : 
Accounts receivable (No. 2) $ 2,622.75 



Construction (No. 3) 626.44 

(No. 4) 
Real estate (No. 5) 736,586.14 



Equipment (No. 4) 3,642.27 



Securities ( No. 7 & 8) 158,000.00 

Treasury stock (No. 9) 10,000.00 

Loss through shrinkage in book value of lots 
covered by mortgage of $50,000.00 given to 
secure the payment of a note of $35,000.00 

(see Liability No. 4) 25,000.00 

Possible loss through contingent liabilities not 

shown on books (Liability No. 6) 400,000.00 

Deficiency (see Exhibit A) 836477.60 

Si,336,477-6o $1,336,477.60 
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Chapter XXXVI 
MISCELLANEOUS REPORTS 

(a) Report of a Social Club. 

§285. Club Bookkeeping. 

In many clubs and other social organizations the method 
and system of bookkeeping are so crude that no balance sheet 
or statement of income and expenditure can be prepared 
from the records. Frequently in organizations of the kind 
no attempt is made to keep other than cash transactions. 

When the latter plan prevails a statement of receipts and 
disbursements may be compiled from the cash book, but the 
condition of the assets and liabilities, or the results from 
operations, can not be ascertained from any bookkeeping rec- 
ords. This is a distinct disadvantage when the club conducts 
a dining room, bar, bowling alleys, etc. Lack of system 
encourages dishonesty on the part of employees, and breeds 
a general spirit of carelessness and indifference. 

The following form of report will exhibit to the members 
of a social organization the results of administration by the 
several standing committees. 
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§286. Form of Report. 



ACADEMY RIDING CLUB 

EXHIBIT A 

SUMMARIZED STATEMENT OF CASH RECEIPTS AND DIS- 
BURSEMENTS FOR THE YEAR ENDED APRIL 30, 1910 

Cash in banks and on hand April 30, 1909 $170,904.14 

Receipts : 

Membership fees $ 77,593.76 

Initiation fees 7,500.00 

Members' personal accounts 64,305.87 

Interest on deposits 957 39 

Income bonds 1,000.00 

Miscellaneous receipts 1,041.29 

Total Receipts : 152,398.31 

$323,302.45 

Disbursements : 
New building $131,966 86 

Stable (wages and supplies) 40,130.13 

Wages (house and ring) 23,512.16 

Rent 17,250.00 

Taxes 13.254.67 

General expenses ii,383.<^ 

Restaurant (wages and supplies) 9,129.76 

For account of members 10,764.59 

Insurance . . . 7,043 03 

Heat and light 4,041.45 

Club horses purchased 2,825 00 

Equipment (additions) 1426.96 

Veterinary 874.98 

Printing and Stationery 721.20 

Repairs 194-55 



Total Disbursements 274,519.31 



Balance, being cash in banks and on hand April 30, 1910 

(see Exhibit B) $ 48.783.14 
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ACADEMY RIDING CLUB 

EXHIBIT B 

BALANCE SHEET, APRIL 30, 1910 



ASSETS 

Building and Equipment: 

Balance April 30, 1909 (book value) $398,574.11 

Equipment purchased during year ended April 
30, 1910 1,430.76 $400,004.87 

Horses owned by club 4,175.00 

Insurance unexpired 4,625.18 

Supplies on hand • 1,694.69 

Members' personal accounts 12,119.18 

Cash in bank and on hand 48,783.14 

Total Assets $471,402.06 



LIABILITIES 

Income bonds $199,625.00 

Interest on bonds accrued to April 30, 1910 9,166.66 

Accounts payable 10,945.03 

Surplus: 

Balance April 30, 1909 $241,460.60 

Net income year ended April 30, 1910 (see Ex- 
hibit C) 10,204.77 251,665.37 

$471,402.06 



288 FINANCIAL STATEMENTS 

ACADEMY RIDING CXUB 
EXHIBIT C 

SUMMARIZED STATEMENT OF INCOME AND EXPENDITURE 
FOR THE YEAR ENDED APRIL 30, 1910 

General Incx)me: 

Membership fees $77>593«76 

Initiation tees 7,500.00 

Interest on deposits 957«J9 

Miscellaneous 60.90 $86,112.05 

Deduct: 

General Expenditure: 

Wages $23,644.68 

Rent and taxes ( J^) I5»377.34 

Interest on bonds 9,166.66 

Depreciation 4,161.^3 

Heat and light 245705 

Miscellaneous 16,80941 71,61746 



Net Income from General Sources $14494.59 

RESTAURANT 
Gross Income $10,561.15 

Deduct: 

Wages $2,383 98 

Cost of supplies used 6,819.69 

Miscellaneous 637.80 9,84147 



Net Income from Restaurant 719.68 

Net Income Before Charging Loss on Stable $15,214^7 

STABLE 
Gross Income < $551648.79 

Deduct : 

Wages $24,351.42 

Cost of supplies used 13,942.94 

Rent and taxes (yi) i5»377-33 

Heat and light 2,373.93 

Miscellaneous 4,612.67 60,658.29 



Net Loss on Stable 5*009.50 



Net Income for year ended April 30, 1910 (see Exhibit B) . . . $10^204.77 
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(b) Report of a Philanthropic Institution. 
§287. Contents and Arrangement. 

This report consists of a statement of cash receipts and 
disbursements only, and affords a good specimen of the re- 
ports ordinarily presented by the treasurers of charitable in- 
stitutions. The set of books kept consists of a ledger and 
cash book. 

In some cases the board of managers require that a com- 
plete set of books be kept, in order that a proper record may 
be made of all assets, liabilities, and surplus or deficit, as the 
case may be. It then becomes possible to compile from the 
books a complete report, consisting of balance sheet, state- 
ment of income and expenses, and statement of receipts and 
disbursements. Such a report is of much more value than 
the one presented herewith, as it shows the true condition of 
affairs, the results from operations applicable to the period 
covered by the report, and the cash received and disbursed, 
properly classified. 

It is impossible to ascertain from a statement of cash re- 
ceipts and disbursements the income and expenses applicable 
to a particular period (year, half year, or month), unless 
all income belonging to a period is. received within that pe- 
riod and all expenses incurred during a period are paid 
within that period. A statement of income and expenses 
shows all income relating to a particular period regardless 
of whether it is received, and all expenses incurred relating 
to the same period, whether paid, or incurred and not paid* 

There is no particular order in which to arrange cash re- 
ceipts and disbursements on a statement. Some bookkeep- 
ers prefer to arrange them according to the size of the 
amounts, placing the largest ajnourits first and the smallest 
ones last. Others when arranging the disbursements prefer 
to place the regular operating expenses first, supplies next, 
repairs, improvements and additions next, and the fixed 
charges last. 
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§288. Form of Report. 

STATEMENT OF RECEIPTS 

OF 

SCARBOROUGH 

FROM OCTOBER i, 1909 

Reczipts 

Balance on hand October i, 1909 ^ $251,559.15 

City of Boston corporate school fund $ 9412.50 

Net income from real estate 4,658.15 

Members' dues 69.00 

Legacies : 

Estate of 

Percy Lord $10,36046 

Susan Casey 190.00 

John Holmes 9446.80 

Lawrence Bishop 708.69 

Fraok Lilley 475.oo 

Edwin Currier 500.00 

Evelyii Ford 95xx> 

Amelia Pratt 1,900.00 23,675.95 

Donations : 

Mrs. John Sisson 10.00 

Mrs. Frank Rossetter 100.00 

Paul Baldwin G. W. Fund 50.00 

A. B. Stewart 25.00 

Edward E. Edwards 100.00 

In small amounts 7*093.50 7>378.50 

Interest: 

On bond and mortgage loans 52,293.68 

On bank deposits 7*52941 

On railroad bonds 13,820.00 73,643.09 

Sale real estate at Mt. Hope 24,000.00 

Sale real estate 295th St (Dep.) 100.00 

Loans on bonds and mortgage paid 155,000.00 

Railroad bonds sold 106,02343 

Total Recbipts 403.960.62 

$655,519.77 
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AND EXPENDITURES 

THE 

ORPHAN ASYLUM 

TO SEPTEMBER 30, 1910 

DiSBUItSBMENTS 

Supplies to boys' asylum $ 37397-85 

Supplies to ffirls' *asylum 27,345.44 

Wages, boys asylum 7,448 20 

Wages, girls' asylum 6,070.20 

Current expenses, boys' asylum 2,986.52 

Current expenses, girls' asylum 1475.27 

Repairs, boys' asylum 4^ty 

Repairs, girls' asylum 191.81 

Furniture, boys' asylumf 230.60 

Furniture, girls' asylum 126.00 

Maintenance of Sisters 4,950.00 

Salaries general agent, clerk, physician, chaplains. 5>533-24 

Stationery and school books 295.39 

Taxes and assessments, Dorchester Heights 1,594.69 

Insurance premiums 156.63 

Counsel's disbursements 203.87 

Maintenance of grounds 3*50746 

New building 56,129.25 

R. B. Bowler, special fund 600 00 

Investment on bond and mortgage 300,000.00 

Invested in railroad bonds 26,013.89 

Total Disbursements $482,806.68 

Balance on hand, September 30, 1910 172,713.09 



$655,519.77 
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(c) Report of the Treasurer of a Library. 

§289. Arrangement of Report. 

It IS customary for the treasurer of a public library to 
present in its annual report a summarized statement of all 
cash received and disbursed during the year. The follow- 
ing statement, taken from the annual report of the Carnegie 
Library of Pittsburgh, affords, in form and general arrange- 
ment, a very good model to follow. 

It is also customary for the treasurer to present a financial 
statement, in the same form as the annual statement, at the 
regular meetings of the board of trustees. 

No set form or order of arrangement is prescribed by cus- 
tom, or by the practice of professional accountants, in state- 
ments of this sort. The classification should be logical, and 
the arrangement of items should be made with a view to 
presenting the facts in the clearest manner possible. The 
classification should be sufficiently detailed to prevent the 
showing of large amounts under the heading of "Miscellan- 
eous," "Sundries," or "General." These terms have little 
meaning when used in a financial statement, and are usually 
employed as labels for general dumping grounds. 
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§290. Form of Report. 

CARNEGIE LIBRARY OF PITTSBURGH 

Receipts 

Condensed statement of James H. Reed, Treasurer, for the year ending 
January 31, 1909. 

Surplus from last year .' $ 5,272.10 

Receipts : 

^propriation from City of Pittsburgh 2io.oooxx> 

Music Hall rentals . : 10,320.00 

Building collections ^i^ 

Library collections 6,408.80 

Carnegie Institute: 

Salaries for the month of February, 

1908 $11,674.08 

Music Hall balance 3,940.40 

Building department balance 116.77 

Endowment — Building department 48,611.25 

Endowment — Training school for 

children's librarians 7,000.00 71,342.50 

Reimbursements : 

City of Pittsburgh — Salaries $20,742.31 

Geo. H. Wilson — Expense account.... 150.00 
Building department 672.87 21,565.18 

Tuition fees — Training school for children's libra- 
rians 51604.39 

Donation — ^J. L. Schwartz — Schwartz fund 150.00 

Donation — Members of Board of Trustees, for 
luncheon to councilmen 82.09 

Interest on bond — Bemd fund 1,000.00 

Interest on daily bank balances $410.02 

Interest on daity bank balances — Bernd fund. 2,56 

Interest on daily bank balances — Schwartz 
fund 1.56 414.14 

Total receipts $333»i4S.09 



294 FINANCIAL STATEMENTS 

Disbursements 
Books— Purchases $ 41,727.38 

Building department: 

Operating labor. $ 68,905.81 

Repairs and improve- 
ments 2,569.03 

Running expense 2242341 

Furniture 713.00 $ 94,611.25 



Library department: 

Operating labor. 111,067.55 

Repairs and improve- 
ments 66.12 

Running expense 9,450.48 

Furniture i»68847 122,272.62 



Music Hall department: 

Operating labor 6,503.34 

Running expense 1*251,95 7>755«29 



Training School for Children's 
Librarians : 
Running expense 12,559.85 

Contingent fund : 

Operating labor 740.00 

Repairs and improve- 
ments I,24^-I3 

Running expense 1,248.30 

Furniture 283.00 

Miscellaneous 32,916.39 36432.82 



Bemd fund: 

Books 1,084.27 

Schwartz fund: 

Books 269.83 274,985.93 316,713.31 



Excess receipts over disbursements $ 16431.78 



Balances 

Carnegie Library $9,862.75 

Music Hall 6,505.11 

Training School for Children's Librarians 44*54 

Bemd fund 6.32 

Schwartz fund 13.06 $ 16,431.78 
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C. P. A. EXAMINATION QUESTIONS 



Chapter XXXVII 
C. P. A. EXAMINATIONS 

§291. Authority for C. P. A. Examinations. 

In some states of the Union any accountant may affix the 
title "Certified Public Accountant" to his name without let 
or hindrance. In the more advanced states the laws pre- 
scribe certain qualifications and impose certain requirements 
before a candidate is legally entitled to the degree. Undoubt- 
edly such laws will eventually be adopted in all the states. 
The need and the propriety of such laws are quite as appar- 
ent in the profession of accountancy as in the professions of 
medicine and th^ law. 

In most of the states in which C. P. A. laws have been 
adopted, the candidate, in order to become a certified public 
accountant, must be a high-school graduate or its equivalent, 
must have had at least three years' practical experience in 
accoimting — one of which shall have been in the office of a 
professional accountant — ^and must pass examinations in the 
theory of accounts, in practical accounting, in auditing, and 
in commercial law. A minimum passing mark of 75 must 
be attained. 

§292. Selection of Questions. 

In the states in which C. P. A. laws exist, the examinations 
for admission to the degree of certified public accountant are 

29s 
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usually prepared by examining boards. The questions on 
the theory of accounts presented in the following chapters 
are taken from these examinations. They are presented 
here in order to give those who are preparing for C. P. A. 
examinations some idea of the requirements as to the theory 
of accounts. The questions should also prove suggestive to 
teachers of accountancy who wish questions on the theory of 
accounts for their written examinations. Beyond this they 
will serve to illustrate the scope and importance of the theory 
of accounts from the standpoint of the professional account- 
ants by whom the questions were framed. 

No attempt has been made to swell the number of these 
questions, but rather, avoiding duplication as far as possible, 
to select those which cover the general principles of the theory 
of accounts most effectively and present most clearly the re- 
quirements and the viewpoints of the examiners by whom 
these questions were framed. 



Chapter XXXVIII 

C. P. A. QUESTIONS 

STATE OP NEW YORK 

§293. New York Rules. 

The following questions on the theory of accounts are 
taken from the C. P. A. examinations of the Regents of the 
University of the State of New York, for the years 1897, 
1906, 1907, 1908, and 1909. 

The rules of these examinations as fixed by the Regents 
are as follows: — "Answer 10 questions but no more. An- 
swers in excess of the number required will not be considered. 
Do not repeat questions but write answers only, designating 
by number as in question paper. Check the number of each 
one of the questions you have answered. Each complete an- 
swer will receive 10 credits. Papers entitled to 75 or more 
credits will be accepted.** 

§294. Examination of October i, 1907. 

1. Define the term "bookkeeping.** What two objects 
are sought to be attained by it ? 

2. What is (a) a journal, (b) a ledger? 

3. What is (a) a balance sheet, (b) a trial balance? 

4. How is the profit or loss arrived at from a set of books? 

5. Name the different classes of accounts and define each 
of them. 

6. State the process of closing a ledger and show what is 
meant by a balance account? 

297 
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7. Why must the Revenue Account be completed before 
a balance sheet can be prepared? 

8. What are the advantages of a columnar cashbook? 

9. Describe the system of running a discount column in 
the cashbook and show how the entries are made both in 
the general ledger and in the subsidiary ledger. 

10. What do you understand by a trading account? 

11. How would you record a consignment in the books 
of (a) the consignor, (b) the consignee? 

12. In the case of a partnership how would you dispose 
of the balance of the Profit and Loss Account? 

13. Name and define (a) the two classes of receipts, (b) 
the two classes of expenditures. 

14. What do you understand by a self -balancing purchase 
ledger? Describe fully the method of keeping it. 

15. The following accounts are found in the books of a 
corporation; state which of them would enter into the profit 
and loss account and balance sheet and which would show 
debit and credit balances; reserve account, depreciation on 
furniture, bad debt reserve, bond redemption account, bills 
receivable, rents of properties owned, dividend on preferred 
stock. 

§295. Examination of June 15, 1897. 

Answer questions 1-5 and five of the others but no more. 
If more than five of these other questions are answered only 
the first five of these answers will be considered. Each com- 
plete answer will receive 10 credits. Do not repeat questions 
but write answers only, designating by number as in question 
paper. Check the number of each one of the questions you 
have answered. Use only one side of sheet. 

1. Describe the principal books of account of some con- 
cern with which you are familiar and show the relation and 
connection of these books. 

2. What various meanings may an entry in a ledger ac- 
count have, on (a) the debit side, (b) the credit side? 
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3. Show the advantages and the disadvantages of the 
columns system for books of original entry. 

4. Describe the process of closing the ledger of a mer- 
cantile firm. 

5. In what ways may bad or doubtful debts be disposed of 
at the close of a fiscal period ? 

6. What are the functions of the cash-book? Describe 
the peculiarities of one or more cash-books with which you 
are familiar. 

7. In what order should the several items in a balance 
sheet be placed? Give reasons for your answer. 

8. Describe a bill-book and show its relation to (a) the 
bills receivable account, (b) the bills payable account. 

9. How should one proceed to detect an error in a trial 
balance? 

10. State various ways of treating the bank balance in 
connection with cash on hand, 

11. Describe the merchandise account as ordinarily kept. 
Show how it may be subdivided and suggest improvements. 

12. How may a set of books be changed from single entry 
to double entry? 

13. Describe various uses of the journal. 

14. What are the functions of a real estate account? 
What entries may it properly have on each side? 

15. Describe the stock ledger (shares ledger) of a cor- 
poration and show how it is kept. 

§296. Miscellaneous Questions Taken from Examination 
Papers of 1906, 1907, 1908 and 1909. 

1. How should one proceed to detect an error in a trial 
balance ? 

2. What are the principal differences between a trial bal- 
ance taken before the books are closed and one taken di- 
rectly after they are closed? 

3. Would you consider it proper to include as an asset 
the following items : Insurance premium unearned, taxes paid 
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in advance, advertising expenses? Explain briefly and give 
reasons. 

4. In making up a statement of profit and loss, where 
would you show (a) cash discount allowed customers for 
the prompt payment of bills, (b) cash discount deducted in 
payment of invoices by your clients? Explain briefly and 
give reasons. 

5. What general rule should govern the order in which 
the accounts should be arranged where only one ledger is 
operated in a small business? 

6. Does any advantage attach to the employment of more 
than one volume for the ledger of a business requiring only 
one bookkeeper? Give reasons. 

7. Rule a cashbook to provide for controlling accounts 
of debtors and creditors, also for discounts in settlement of 
both receivable and payable accounts. 

8. Prepare a ruling for an invoice book to provide for 
total monthly charges to three material accounts and two 
expense accounts, and also to detail postings to sundry ac- 
counts of capital and revenue outlay. 

9. Prepare a ruling for a sales book to provide (i) total 
monthly postings to three goods accounts, (2) the separa- 
tion of cash sales from charge sales, (3) supplementary dis- 
tribution of sales among four salesmen's columns. 

10. Smith & Company draw on Jones & Company for 
an account of $1,500, allowing ifo discount. At maturity 
the acceptors borrow from the drawers $500 to assist them 
in meeting the draft, which is, however, finally allowed to be 
returned. Jones & Company repay $300 of the loan of $500. 

Show the ledger account in the books of Smith & Com- 
pany after the transactions are completed. 

11. Give the essential principles of double entry book- 
keeping and state wherein it differs from single entry book- 
keeping. State also how the profit or loss of a business 
should be ascertained under each method. 
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12. Give the difference between a customer's account and 
a consignment account and state how each should be classi- 
fied in a general balance sheet. 

13. State the points of difference between a statement of 
receipts and disbursements and a statement of revenues and 
expenses. Under what condition would the receipts and 
revenues and the disbursements and expenses be alike? 

14. (a) What is shown by a trial balance? 

(b) What is the character of accounts contained in a 

trial balance? 

(c) Wherein does a trial balance differ from a bal- 

ance sheet? 

15. (a) What is the advantage of having a cash account 

in the ledger? 
(b) What should a cash account in. the ledger show? 

16. Wherein do a joint stock company and a copartner- 
ship differ in method of profit distribution ? 

17. Is capital invested in business a liability? 

18. A mining corporation has assets comprising, among 
others, leases, goodwill, rent and royalties paid in advance, 
and patents. How would you deal with them in the bal- 
ance sheet and profit and loss account? 

19. A partner retires from a business and you are asked 
to ascertain the value of his interest in the concern. How 
would you proceed? 

20. You are asked to prepare accounts and to examine 
into the affairs of a bankrupt, and you find that the books 
have been kept by single entry? How would you proceed? 

21. Define "Treasury Stock." 

22. A owes B $1,000 and B draws on him for the ac- 
count at 60 days. The draft is accepted by A, whereupon 
B takes it to the bank for discount. The bank discounts the 
paper 57 days before maturity, 6% per annum. Show the 
entries you would make in the books of B. 

23. After closing your books of original entry for the 
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month and posting the entries to the ledgers, you find that 
you have entered a payment made to A B in the column 
headed Merchandise Purchased for Cash, which should have 
been entered in Accounts Payable, the correct column. 
What would you do to correct the error? 

Do you approve the system that permits the payment of 
merchandise bills for cash to be entered as stated? Give 
reasons for your answer. 

24. Show the manner in which controlling accounts are 
employed in commercial and municipal bookkeeping. 

25. Describe the nature and the purpose of each of the 
following at the closing of a fiscal period : 

(i) Adjustment entries. 
(2) Closing entries. 

26. In the preparation of a balance sheet for a manufac- 
turing company, what general plan would you follow in de- 
termining the order of sequence in which the assets and 
liabilities should be stated? 

27. State how the following differ: a trial balance before 
closing, a trial balance after closing, a balance sheet. 

28. Define and differentiate: (a) capital and revenue, (b) 
capital receipts and revenue receipts, (c) capital expenditure 
and revenue expenditure. 

29. How may the accounts in a trial balance be best ar- 
ranged to facilitate the preparation of a balance sheet, and 
profit and loss statement. 

30. Define and differentiate: (a) fixed assets and cash 
assets, (b) fixed liability and floating indebtedness, (c) fixed 
charges and operating expenses. 

31. Describe the following kinds of accounts: (a) per- 
sonal, (b) impersonal, (c) real, (d) nominal, (e) negative, 
(f) summary. 

32. Define assets, liabilities. What are fixed assets, quick 
assets? In making up a general statement of assets and lia- 
bilities, what groups of accounts constitute as$ets and what 
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constitute liabilities? State how to treat, on closing the 
books, assets and liabilities accrued but not actually due (such 
as interest receivable and payable, taxes, insurance, commis- 
sions, salaries, rents). 

33. State and explain the two principal purposes for which 
accounts are kept. 

34. What important features of a business are shown by 
double entry bookkeeping that single entry books can not 
show? Explain clearly. 

35. Formulate and explain a rule for determining whether 
an account should be debited or credited in any given tran- 
saction. Explain the application of the principle. 

36. State explicitly and fully the function of the profit and 
loss account. Distinguish between the function of the profit 
and loss account and that of the balance sheet. 

37. State the theory and purpose of each of the following, 
and show wherein they differ: (a) reserve account, (b) 
sinking fund. 

38. State the general theory of the balance sheet. On 
what theory does the English form of balance sheet differ 
from the continental and American form? Give an argu- 
ment either for or against the English form. 

39. Define permanent assets, floating assets. Show how 
each should be treated in ascertaining the standing of a busi- 
ness at any specified time. State the theory of each step in 
the process. 

40. Mention the principles that are involved in cost ac- 
counting and state what should be accomplished by properly 
applying and executing them. 



Chapter XXXIX 

C. P. A. EXAMINATION QUESTIONS 

STATE OP NEW JERSEY* 

§297. Examination of January, 1908. 

The following examination questions on the theory of ac- 
counts are taken from the New Jersey State Board of Public 
Accountants* examination of January, 1908: 



Question Number i. 
State briefly your view as to 

a. Single Entry System of Keeping Accounts. 

b. Double Entry System of Keeping Accounts. 

Question Number 2. 
Accounts. 

a. What is an Account? 

b. What is a Real Account? 

c. What is a Representative Account? 

d. What is the purpose of Controlling Accounts? 

e. When one Controlling Account only is used, what 

would you call it? 

f. When two or more are used, name two. 

g. Cash Account. In what manner does it differ from 

other Real Accounts? 
h. Bills Receivable and Bills Payable. Of what use are 
they, and how kept so that they may be intelli- 
gible? 

* The questions given in this chapter appear in "New Jersey CP.A. Questions, 
1904- 1 909, published by Mr. Frank G. DuBois, CP.A., President of the New 
Jersey State Board of Public Accountants from 1904 to 1909. 
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Define and state the uses of the following Accounts : 
i. Capital, 
j. Revenue. 

k. Trading (or merchandise). 
1. Loss and Gain, 
m. Surplus, 
n. Deficiency. 

Question Number 3. 
Trial Balance. 

a. Describe the same, and its uses. 

b. Do you consider its use necessary ? 

Question Number 4. 
Balance Sheet. 

a. Wherein does it differ from the Trial Balance? 

b. Is the Trial Balance essential to the making of the 

Balance Sheet, and if so, why? And if not, why 
not? 

c. Assuming that there is more than one form of Bal- 

ance Sheet, name those that you know of, and 
state wherein they differ from each other. 

d. State on which side the Assets should be shown ; also 

which side the Liabilities should be shown, and 
state if the same rule applies to all forms of Bal- 
ance Sheets, and if not, why not? 

Question Number 5. 
Assets. 

a. Define same in general terms. 

b. Name two kinds. 

c. Define the first one that you have named. 

d. Define the second one that you have named. 

e. Bad or Doubtful (accounts) — how should they be 

treated at the close of a fiscal period? 
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Question Number 6. 
Liabilities. 

a. Define same in general terms. 

b. Name two permanent or Fixed Liabilities. 

c. What is a Contingent Liability? 

d. Name one. 

Question Number 7. 
Fixed Charges. Operating Expenses. 

a. Define Fixed Charges, and name three kinds. 

b. Define Operating Expenses, and name three kinds. 

Question Number 8. 
Debit. 

a. Define same in general terms. 

b. Why is the word To used in connection therewith, 

and is its use necessary? 

Question Number 9. 
Credit. 

a. Define same in general terms. 

b. Why is the word By used in connection therewith, 

and is its use necessary? 

Question Number 10. 
State your opinion briefly as to the merits or the demerits of 

a. Bound Books of Account. 

b. Loose Leaf Books of Account. 

c. Special Rulings in Books of Account. 

d. Private Ledger. 

e. General Ledger. 

f. Card Ledgers. 

g. The Journal; do you consider its use necessary? 



Chapter XL 

C. P. A. EXAMINATION QUESTIONS 

STATE OF WASHINGTON 

§298. Examination of 1905. 

The following questions are taken from the C. P. A. ex- 
aminations of June 15 and 16, 1905, State of Washington: 

Theory of Accounts. 
(Answer ten questions. Time allowed, three hours.) 

1. What do you understand by the terms: 

(a) Fixed (or Permanent) Assets? 

(b) Floating (or Quick) Assets? 
Name three examples of each. 

2. Define 

(a) Reserve Account, 

(b) Reserve Fund, 

(c) Sinking Fund, 

and state, in connection with each, whether it is an Asset 
or a Liability. 

3. Define 

(a) Bookkeeping, 

(b) Accounting, 

(c) Auditing, 

and show the relations of each to the others. 

4. How would you ascertain the profits of a firm whose 
books are kept by single entry? 

5. What is the object of Cost Accounts? State the princi- 
pal items of expense which go to make up the factory 
cost of a finished product. 
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6. What do you understand by the term "Secret Reserve?" 
Name two ways in which such a Reserve may be created, 
and suggest a purpose for its creation. 

7. You are asked to advise whether a Company working a 
wasting property {e.g., a mine) should, before the annual 
closing of its books, make any provision for the estimated 
depreciation of such property, or whether it should be 
allowed to stand on the books at its original figure with- 
out any such provision being made. State your opinion, 
giving reasons. 

8. Give headings for a combined Cash Book and Journal, 
and state what you consider to be the advantages (if any) 
and disadvantages (if any) of such a book. 

9. Give headings for a Voucher Record Book suitable to 
any business with which you are acquainted. State 
briefly some advantages (if any) and disadvantages (if 
any) of the Voucher System. 

ID. Without using figures, outline a Balance Sheet for a 
Manufacturing Corporation, and state how you would 
treat each of the following items; — 

(a) Depreciation of Plant 

(b) Interest payable accrued. 

(c) Unexpired Insurance. 

(d) Provisions for Bad and Doubtful Accounts Re- 
ceivable. 

11. Describe the Merchandise Account as it is generally kept 
Show how it may be subdivided, and the advantages (if 
any) of such subdivision. 

12. (a) Define ''Goodwill." (b) On what basis should 
Goodwill be valued? (c) On what grounds (if any) 
can an increase in the book value of Goodwill be justified? 
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PART VI.— SPECIAL CLASSIFICATIONS 



Chapter XLI 
INTRODUCTORY 

« 

§399. Preceding Classifications. 

In Part II were presented classifications of the ledger ac- 
counts employed in manufacturing and mercantile businesses, 
together with a discussion of the functions of these accoimts. 
The businesses mentioned were selected because among their 
accounts are found the general ledger accounts most com- 
monly used in all modern accoimting. For this reason, a 
knowledge of the functions of these accounts and of the prin- 
ciples involved in their use, carries with it a knowledge of the 
functions and of the principles involved in the use of ledger 
accoimts generally. 

§300. Present Classifications. 

In the following chapters are presented classifications of 
accounts for various lines of business other than mercantile 
and manufacturing. This presentation is supplementary .to 
that of Part II, and, as most of the accounts included in the 
classifications which follow were discussed in Part II, no 
further consideration of the functions of these accounts is 
necessary. Where, however, an account differs in its nature 
or in its treatment from the accounts of Part II, it is briefly 
discussed. Also, in some cases details peculiar to the par- 
ticular business are discussed in order that the ftmctions of 
its accounts may be more clearly understood. 

In the various classifications which follow, the accounts are 
arranged as they should appear in the ledger; balance sheet 
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and profit and loss items coming in the same order in which 
they should appear in these statements. If a different ar- 
rangement of the balance sheet or of the profit and loss state- 
ment, or of both, is employed, the arrangement of accounts in 
the ledger should be modified to correspond. 

The lines of business selected for the classifications of Part 
VI are, as far as possible, characteristic. It will at once be 
noted that various important representative lines of organized 
business have been omitted — i. e,, steam railroads, street rail- 
ways, electric light companies, gas companies, municipalities, 
etc., etc. This omission is intentional, because a classification 
of the accounts involved, together with the explanations and 
discussions required for their proper presentation, would re- 
quire an additional volume quite as large as the present one. 
Further, the author feels that he has not the ability to present 
this information for these very important imdertakings as 
well as it has been already presented in the various publica- 
tions of commissions and bureaus — ^publications prepared by 
experts who have for years been specializing along these par- 
ticular lines. 

Classifications of the accoimts of these important omitted 
undertakings may be easily obtained. Suggestions to this end 
will be found in the Appendix of the present volume. 

§301. Scope of Presentation. 

It will be understood that all the accounts presented in the 
various classifications which follow are not used in all cases. 
The accounts presented under each classification are intended 
to embrace all those accounts that would be employed under 
any ordinary circumstances, but which need not necessarily 
be employed under all circumstances. The elaboration of ac- 
counts may seem to have been carried to extremes under some 
of the classifications, but the presentation is thereby made 
more complete, and there would seem to be no good reason 
for the exclusion of these, perhaps rarely needed, accounts. 



Chapter XLII 

GENERAL LEDGER ACCOUNTS OP NATIONAL 

BANKS 

§302. Classification of Accounts. 

Assets : 
Notes Discounted. 
Time Loans. 
Demand Loans. 

U. S. Bonds to Secure Circulation. 
U. S. Bonds to Secure Government Deposits. 
Other Securities Owned. 
Bank Building and Lot 
Reserve for Replacement of Bank Building. 
Equipment. 

Reserve for Replacement of Equipment. 
Currency for Redemption. 
5% Redemption Fund. 
Due from Banks and Bankers. 
Reserve Agents. 
Cash. 

Interest and Dividends Accrued on Securities Owned. 
Interest Accrued on Demand Loans. 
Insurance Premiums Prepaid. 

Liabilities and Net Worth : 
Circulation Outstanding. 
Individual Deposits. 
U. S. Government Deposits. 
Certificates of Deposit. 
Cashier's Checks. 
Certified Checks. 
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Due to Banks and Bankers. 

Discount Unearned. 

Interest Unearned on Time Loans. 

Taxes Accrued. 

Capital Stock. 

Surplus Fund. 

Undivided Profits. 

Income and Expense Accounts : 
Interest on Loans and Discounts. 
Collection Charges. 
Income on Securities Owned. 
• Income from Safe Deposit Boxes. 
Income from Rentals (banking building). 
Miscellaneous Income. 
Margin on Securities Sold. 
Interest on Depositors' Balances. 
Deposit Tickets, Check Books, and Pass Books. 
Expenses of Issuing and Maintaining Circulation. 
General Administrative Expenses : 
Officers' Salaries. 
Officers* Expenses. 
Clerks' Salaries. 
Lunches. 

Postage and Express. 
Telephone and Telegrams. 

Stationery and Printing (for use of officers and clerks) 
Office Supplies. 
Maintenance and Equipment. 
"Overs" and "Shorts." 
Advertising. 

Operating Expenses of Bank Property : 
Taxes. 
Insurance. 
Depreciation. 
Repairs. 

Lighting and Heating. 
Wages of Superintendent, Elevator-men, and Janitors. 
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Janitors' Supplies. 
Incidentals. 
Legal Fees. 
Directors' Fees. 
Loss on Loans. 
Dividends. 

The foregoing classification of accounts contains some 
which are not usually kept. This does not mean that they 
are not of prime importance, but merely that they are not al- 
ways needed, or that they are not always kept when needed. 

Many of the asset or liability accounts listed in the fore- 
going classification are not mentioned in the comment which 
follows, either because they have been discussed elsewhere in 
the present volume, or otherwise because their functions are 
sufficiently indicated by their titles. 

§303. Notes Discounted, Time Loans, and Demand Loans. 

A separate account should be carried under the above head- 
ings with each rate of income, as Bills Discounted 6%, Bills 
Discounted Si%, Demand Loans S%, etc. This is done to 
permit of daily entry, transferring the income earned to a 
revenue account. (See §304.) 

§304. Interest and Discount Unearned. 

When the discount register is closed (daily, semi-weekly, 
or weekly, as the case may be), the discount on notes should 
be credited to Discount Unearned, the interest on time loans 
to Interest on Time Loans Unearned, and the interest on de- 
mand loans to Interest on Demand Loans Accrued. Each day 
before closing, an entry should be made charging Discount 
Unearned with one day's interest on the balance of each Notes 
Discounted account at the designated rate; Interest on Time 
Loans Accrued with one day's interest on the balance of each 
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Time Loans account at the designated rate; and Interest on 
Demand Loans Accrued. The sum of these charges is 
credited to Interest on Loans and Discounts, which is a 
revenue account. 

An entry charging Interest and Dividends Accrued on Se- 
curities Owned and crediting Income on Securities Owned 
with one day's interest on bonds and dividends on stocks, 
should also be made each day. The interest and dividends 
on securities, like the rate of income on loans and discounts, 
will be at various rates, but as securities are bought and sold 
at infrequent intervals it is not necessary to have a separate 
security account with each rate. One day's interest on all 
the securities can be carried on a memorandum and adjusted 
from time to time as securities are bought and sold. Interest 
on bonds and dividends on stocks are credited, as collected, to 
Interest and Dividends Accrued on Securities Owned account. 

§305. Profit or Loss on Securities. 

The difference between the cost and selling price of se- 
curities sold should be charged or credited to Margin on Se- 
curities Sold account. 

§306. Expense Accounts. 

It is intended that the ledger carry but one, "Expense Ac- 
count," and that this be supported by an "Expense Analysis 
Book." (See §179.) 

The classification of expenses can be expanded as much as 
seems desirable, but in no case should the expense account 
analysis have less detail than that given, except perhaps with 
very small banks. Where the bank is the sole occupant of 
the building, a single column "Operating Expenses of Bank 
Property" will give sufficient detail. 

As banks usually pay expe^is^ bUls as soon aa they are 
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approved, it is not necessary to take them into the accounts 
until they have been paid. 

Next to ignoring the existence of discount unearned, the 
handling of expenses shows the greatest lack of "accounting" 
among banks. There is usually one account called "Ex- 
penses," into which everything is dumped and immediately for- 
gotten. Probably the most flagrant violation of accounting 
principles which the writer has encountered was the case of a 
bank which carried all its expense bills in the paying teller's 
cash. Once every six months the paying teller made an entry 
on his statement, charging Expenses without giving any de- 
tails, and this entry was posted to the ledger in one amount. 
A string was tied around the bills, memorandum, etc., and they 
were "filed" aniong all the other dead stuff which only a bank 
knows how to accumulate. And this was taking place within 
the last six years less than "Forty-Five Minutes from Wall 
Street" ! 
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Chapter XLIII 
GENERAL LEDGER ACCOUNTS OF SAVINGS BANKS 

§307. Classification of Accounts. 

Assets: 
Cash on Hand. 

Cash Deposits with Other Banks. 
Collateral Loans. 
Securities Owned. 
Mortgages Receivable. 

Interest Accrued on Deposits with Other Banks. 
Interest Accrued on Collateral Loans. 
Interest and (estimated) Dividends Accrued on Securities 

Owned. 
Interest Accrued on Mortgages Receivable. 
Real Estate (separate account with each property). 
Banking House and Lot. 
Reserve for Replacement of Banking House. 
Furniture and Fixtures. 

Reserve for Replacement of Furniture and Fixtures. 
Insurance Premiums Prepaid. 
Office Supplies. 
Rents Accrued. 

Liabilities and Surplus : 
Depositors. 
Guaranty Fund. 

Interest Prepaid on Mortgages Receivable. 
Pay Roll (salaries accrued but not due). 
Taxes Accrued, 
Profit and Loss. 
Surplus. 
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• 

Income and Expense Accounts : 
Interest on Deposit with Other Banks. 
Interest on Mortgages Receivable. 
Income on Securities Owned. 
Interest on Collateral Loans. 
Income from Rented Properties (separate account with each 

rental property). 
Margin on Securities Sold. 
Margin on Real Estate Sold. 
Miscellaneous Income. 
Income from Rents in Bank Building. 
Maintenance of Bank Building and Lot : 

Taxes. 

Insurance. 

Repairs. 

Depreciation. 

Wages of Superintendent and Building Help. 

Janitors' Supplies. 

Lighting and Heating. 

Commissions for Renting. 

Incidentals. 

General Administrative Expenses : 
Officers' Salaries. 
Clerks' Salaries. 
Lunches. 

Stationery and Printing. 
General Office Supplies. 
Postage. 

Telephone and Telegrams. 
Depreciation of Equipment. 
"Overs" and "Shorts." 
State Taxes. 
Advertising. 
Miscellaneous. 

The foregoing list of ledger accounts contains several not 
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kept by the majority of savings banks. This is so because 
savings banks do not usually compile a statement of earnings 
and expenses more frequently than semi-annually, while the 
list submitted in order to provide for more exacting require- 
ments, includes the accounts necessary for accurate monthly 
showings of earnings and expenses. 

§308. Interest on Deposits. 

Practically all banks close their books semi-annually, such 
semi-annual fiscal periods most frequently ending on June 
30th and December 31st. In some savings banks the closing 
dates are otherwise; e. g., April ist and October ist, May 31st 
and November 30th, etc. 

Interest is credited on depositors' accounts semi-annually, 
quarterly, or even monthly, according to the practice of the 
particular bank. It is the usual custom to allow depositors 
interest on all sums deposited on or before the beginning of 
each quarter, but not to credit this interest more often than 
semi-annually, at the close of each fiscal period. 

Thus, if the fiscal periods of a bank end on June 30th and 
December 31st, all deposits made on or before January 2nd 
are credited on March 31st with three months' interest if the 
bank credits interest quarterly, or on June 30th with six 
months' interest if the bank credits interest semi-annually 
Deposits made between January 2nd and March 31st usually 
do not begin to draw interest until March 31st. Sometimes 
a bank will permit deposits to draw interest if deposited be- 
fore, say, the loth day of January, April, July, and October, 
thus giving ten days leeway to all who wish to take advantage 
of it. 

When banks credit interest monthly, interest is sometimes 
allowed from the date of deposit, but in other cases deposits 
made after the first of the month do not begin to draw interest 
until the first of the following month. When interest is cred- 
ited monthly it is a simple matter to compile a very satisfactory 
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Statement of income and expenses and a balance sheet at the 
close of each month. This requires, of course, that all ac- 
crued income and expenses be computed, and be adjusted 
through the proper ledger accounts. 

§309. Requisites of an Accurate Statement. 

Very few savings banks, when closing their books semi- 
annually, take into consideration such items as insurance pre- 
miums prepaid, office supplies on hand, taxes accrued, salaries 
accrued, etc.; and it is seldom that any of the earnings are 
set aside for replacement of the banking house and replace- 
ment of the furniture and ' fixtures. Accounts dealing with 
these matters are, nevertheless, included in the classification 
of §307 because they should be used. Certainly the accounts 
of a savings bank should be conducted as precisely as those 
of a mercantile concern. 

As a matter of fact the statement of earnings and expenses 
usually rendered by savings banks is very incomplete, and 
does not show clearly the true results from operations during 
a given period, or the true condition of their assets and lia- 
bilities as at a given moment of time. 

§310. Cash Deposits with Other Banks. 

Cash Deposits with Other Banks is debited with all moneys 
deposited with other banks and trust companies. As often 
as advice is received that interest has been credited by one of 
these depositories, an entry should be made debiting Cash De- 
posits with Other Banks account and crediting Interest on De- 
posits with Other Banks account. At the close of each month, 
if monthly earnings are to be computed, the interest accrued 
during the month on deposits with other banks and not already 
credited, should be computed, and an entry made debiting In- 
terest Accrued on Deposits with Other Banks account and 
crediting Interest on Deposits with Other Banks account. In 



320 SPECIAL CLASSIFICATIONS 

such case the former account should be credited with the items 
of interest when credited by the depositories, as per their ad- 
vices. When monthly statements of earnings are not desired, 
it is only necessary to compute interest accrued and not cred- 
ited on deposits with other banks, at the close of each fiscal 
period, and thereafter to adjust the Accrued Interest on De- 
posits with Other Banks account at the close of each fiscal 
period, to agree with the amount accrued and not credited. 

§311. Collateral Loans. 

Under the laws of some states, savings banks are permitted 
to loan money to individuals and corporations on notes se- 
cured by the assignment of personal property as collateral 
security. Such loans are debited to Collateral Loans account, 
which should be supported by a subsidiary record showing the 
status of each loan. If monthly profits are to be ascertained, 
interest on these loans should be computed at the close of each 
month, and an entry should be made debiting Interest Accrued 
on Collateral Loans account and crediting Interest on Col- 
lateral Loans. As interest is paid on collateral loans it should 
be credited to Interest Accrued on Collateral Loans account. 
This plan contemplates that interest is not paid in advance 
on such loans. 

If statements of monthly earnings are not desired, the in- 
terest accrued on collateral loans should be computed only as 
often as the books are closed, and in this case the interest col- 
lected on collateral loans may be credited to Interest on Col- 
lateral Loans account. The balance of Interest Accrued on 
Collateral Loans account would then be adjusted, say, semi- 
annually, to agree with the actual interest earned and not paid 
on this class of assets, the offsetting debit or credit being made 
to the Interest on Collateral Loans account. 

§312. Securities Owned. 

If profits are to be ascertained monthly, it is necessary to 
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make an entry at the close of each month debiting Interest 
and Dividends Accrued on Securities Owned account and 
crediting Income from Securities Owned account with the 
amount of interest and estimated dividends accrued during 
the month on securities owned. In such case the former ac- 
count should be credited with the income as received. If 
earnings are not ascertained monthly, it is only necessary to 
compute this item as often as the books are closed, or as 
often as an income accotmt is compiled. As dividends are 
not usually a fixed obligation, their amount, or even their 
declaration, is somewhat uncertain and they can, of course, 
only be estimated when the books are closed or when a state- 
ment of earnings and expenses is required. With the class 
of securities Usually held by savings banks, such estimates can, 
however, be made very readily and satisfactorily. 

§313. Mortgages Receivable. 

If it is the custom to collect interest semi-annually in ad- 
vance on mortgages receivable, it becomes necessary, espe- 
cially if monthly earnings are to be computed, to credit all 
payments of interest received in advance to Interest Prepaid 
on Mortgages Receivable account. This account, at the close 
of each month, should be debited with the interest accrued 
for the month, and Interest on Mortgages Receivable account 
should be credited. 

When the interest on a mortgage owned is in arrears for 
six months, the monthly entry thereafter for interest accrued 
should be a debit to Interest Overdue on Mortgages Receivable 
account, and a credit to Interest on Mortgages Receivable ac- 
count. If the property covered by such a mortgage is ac- 
quired by foreclosure, the asset account to which that property 
is debited should be debited with the overdue interest, and 
Interest Overdue on Mortgages Receivable account should be 
credited. 
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If, as is the more general custom, mortgages receivable are 
taken with the provision that interest is to follow semi-an- 
nually, at the close of each month the interest accrued and 
unpaid should be computed, and an entry should be made 
debiting Interest Accrued on Mortgages Receivable account 
and crediting Interest on Mortgages Receivable account. In- 
terest collected should be credited to Interest Accrued on Mort- 
gages Receivable account. If monthly earnings are not as- 
certained, the interest accrued on mortgages receivable should 
be computed only as often as the books are closed. In this 
latter case the balance of the Accrued Interest on Mortgages 
Receivable account should be adjusted, when the accrued 
interest is computed, to agree with the amount of interest ac- 
crued and not paid; this plan contemplates that interest col- 
lected is credited to the income account — ^Interest on Mort- 
gages Receivable. 

§314. Real Estate. 

A savings bank usually acquires real estate other than the 
property it occupies as a banking house, through the fore- 
closure of mortgages receivable. An asset account should be 
opened with each piece of property acquired, and such an ac- 
count should be debited with the cost of acquiring the property 
— including foreclosure expenses, title search, interest and 
taxes in arrears, expense of putting the property in shape to 
be sold or rented to the best advantage, etc. All mainte- 
nance expenses pending its renting or sale should be debited 
to the asset account. 

When property is rented a separate income account should 
be opened with each piece, and this account be credited with 
the income derived from the property, and be debited with in- 
terest, taxes, insurance, repairs, and any other expenses in- 
curred in connection with it. When property is disposed of, 
the difference between the selling price and the total cost to date 
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should be debited or credited to Margin on Real Estate Sold 
account, depending on whether it is sold at a profit or a loss. 
Some banks take foreclosed property on their books at an 
amount equal to the principal sum of the mortgage which 
they hold on the property foreclosed, charging as an expense 
all costs in connection with the foreclosure, and charging off 
all interest in arrears. This is a very conservative plan, but 
not consistent with good bookkeeping. It is better to show 
in one account the loss or gain resulting from the foreclosure 
and subsequent sale of the property, which cannot of course 
be done until the property is sold. The risk was a very bad 
one originally if the amount of the mortgage and all arrear- 
ages, expenses of foreclosure, etc., can not be realized from the 
sale. If, however, such is the case, then show the true results 
of the deal in one amount, and not until these true results are 
ascertainable. 



Chapter XLIV 

LEDGER ACCOUNTS OF SUBURBAN REAL ESTATE 

DEVELOPMENT COMPANIES 

§3x5. Classification of Accounts. 

Assets : 
Unplottcd Tracts. 
Plotted Tracts. 
Construction. 
Contracts. 
Cash. 

Imprest Cash Fund. 
Accounts Receivable. 
Securities Owned. 
Mortgages Receivable. 
Treasury Stock. 

Subscriptions to Treasury Stock. 
Materials. 
Equipment. 

Reserve for Depreciation of Equipment. 
Office Furniture and Fixtures. 

Reserve for Depreciation of OflSce Furniture and Fixtures. 
Office Buildings. 

Liabilities and Net Worth : 
Mortgages Payable (on properties owned). 
Mortgages Against Contracts (on properties sold but titles not 

passed). 
Notes Payable No. i (secured by mortgages payable). 
Notes Payable No. 2 (secured by assignment of securities as 

collateral). 
Unearned Commissions. 
Earned Commissions. 
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Accounts Payable. 

Interest Accrued on Notes Payable. 

Interest Accrued on Mortgages Payable. 

Pay Roll. 

Taxes Accrued. 

Reserve for Improvements. 

Treasury Stock Donated. 

Treasury Stock Subscribed. 

Capital Stock — Common. 

Capital Stock — Preferred. 

Surplus. 

Profit and Loss. 

Revenue Accounts : 
Sales. 

Income from Rentals. 
Interest on Contracts. 
Interest on Mortgages Receivable. 
Payments Forfeited. 
Miscellaneous Income. 

Expense Accounts : 
Selling Expenses. 
General Administrative Expenses. 
Maintenance and Equipment. 
Interest on Notes Payable No. 2. 
Loss on Cancelled Sales. 

Extra Charges on Houses Sold (prior to the current fiscal 
period). 

§3x6. Acquirement of Property. 

To determine the true cost of property sold is one of the 
most important and most difficult problems connected with the 
accounting of real estate companies engaged in the develop- 
ment of suburban properties. The difficulties encountered are 
better understood after a consideration of the conditions that 
must be met in conducting the accounts of such a business. 

A suburban real estate development company usually ac- 
quires a large tract of land on an acreage basis. Such a tract 
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IS often nothing but unimproved farm property. It must be 
surveyed, and maps must be prepared showing the location 
and dimensions of the streets and the division of the tract into 
blocks and lots. Each block is given a number and the lots 
in each block are numbered consecutively. When a map is 
finally completed and approved by the management, it is filed 
and becomes the official record for the location of all streets 
and all plots. A single company may acquire many different 
tracts, some of which may form part of a town or of its 
suburbs, while others may be given names and become incor- 
porated as separate boroughs. 

When these tracts are acquired the purchase price should 
be debited to Unplotted Tracts account. This account should 
also be debited with the cost of searching the title, with legal 
fees, recording fees, with cost of having a survey made and 
maps prepared, and, in some cases, the commission paid for 
securing loans on mortgages. Sometimes in order to secure 
funds a blanket mortgage is given ; t. e., a mortgage covering 
a part or the whole of a tract of land consisting of different 
lots or plots. Such blanket mortgages provide that one or 
more lots may be released upon payment of a fixed amount 
per lot. 

§317. Selling Conditions. 

A suburban real estate development company usually com- 
mences improvements upon one or more tracts as soon as 
these are acquired. It will also commence selling lots before 
all the improvements are installed. Very often agents begin 
selling lots before any improvements are installed. At other 
times the selling force will commence operations after one 
street has been graded, and the sidewalk, curb, and gutters 
constructed. Such conditions make it necessary to ascertain 
before improvements are started, in many cases, what the cost 
of lots will be after the improvements are completed, inasmuch 
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as these lots are sold under a guaranty that all improvements 
will be made. 

It is usually advisable to arrive accurately at profits on 
sales monthly. This requires the determination of the ulti- 
mate cost to the company of all improved lots sold during the 
month. To ascertain this cost, the cost of the full develop- 
ment of the tract from which lots are being sold, must first 
be determined, 

§318. Estimated Cost of Improvements. 

The estimated cost of improvements should be worked out 
along some such line as follows : The management will always 
know what improvements are to be installed, and should know 
their character and extent. A schedule of all the improve- 
ments to be made on a tract should be listed on a sheet of 
paper, showing for each street the number of yards to be 
graded, the number of feet of sidewalk, curb, and gutters to 
be constructed, the number of square yards of macadamizing 
to be done, the number of feet of sewers to be installed, and 
any other items of improvements to be put in and paid for by 
the development company. 

Usually, a public service corporation will install the electric, 
gas, and telephone service in consideration of receiving a 
franchise. Very often the water supply corporation will 
require a deposit made to cover the cost of trenching and 
back-filling, with the understanding that this deposit will be 
returned as soon as the service yields a certain rate on the in- 
vestment. Of course, such a deposit is not to be included 
among the cost of improvements. 

If improvements are to be made under contract their cost 
can be readily ascertained from the contracts. If the im- 
provements are to be made by the company, a practical man 
is usually employed to supervise the work, and such a man, 
with the assistance of the head of the bookkeeping department, 
can approximate very closely the probable cost per foot, yard, 
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etc., of each improvement. In either case the estimated cost 
of making the improvements shown on the schedule can be 
arrived at without much difficulty. 

§319. Cost of Lots. 

As each property is plotted a large map showing the plot- 
tings should become a part of the bookkeeping records, for the 
purpose of showing, by a suitable code of markings, the lots 
sold, location of improvements installed, location of houses 
constructed, etc. A journal entry should be made as soon 
as a tract is plotted, debiting Plotted Tracts and crediting 
Unplottcd Tracts with the total cost to date of the tract plotted. 
Another journal entry should be made when the estimated cost 
of improvements to be installed has been ascertained, debit- 
ing Plotted Tracts and crediting Reserve for Improvements 
with the total estimated cost of the improvements to be made 
as per the schedule referred to. One more element that en- 
ters into the cost of a vacant lot is found in the carrying 
charges (interest, taxes, and assessments). At the close of 
each month the accrued interest and taxes applicable to the 
plotted tracts should be debited to Plotted Tracts account, 
and credited to Accrued Interest on Mortgages Payable and 
Accrued Taxes respectively. 

The balance of the Plotted Tracts account, as at the end of 
each month, should be divided by the number of lots tmsold 
as at the middle of the month, in order to arrive at the cost 
per lot. This cost multiplied by the number of lots sold dur- 
ing the month will produce the total cost of lots sold. At 
the close of each month an entry should be made crediting 
Plotted Tracts account and debiting Sales account with this 
total cost of lots sold during the month. 

The suggestions given contemplate plots of a uniform size. 
It is almost impossible to arrive at the cost per lot when the 
lots of a tract are not uniform in size. (The terms lot and 
plot are used interchangeably and mean the same thing.) 
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When the lots are different sizes it is advisable to work on the 
basis of square feet. 

All expenditure for labor, materials, etc., in connection with 
the installation of improvements, must be debited to Reserve 
for Improvements account. When all the improvements are 
completed the balance of this account will show how closely 
the cost of improvements was estimated. The difference 
ought not to be abnormally large. It should be closed into 
Surplus account. 

§320. Monthly Charges. 

A monthly entry should be made debiting Unplotted Tracts 
account with the accrued interest and taxes applicable to the 
tracts unplotted, debiting Interest on Contracts account with 
the accrued interest applicable to lots sold under contract 
(title not passed), and crediting Accrued Interest on Mort- 
gages Payable account and Accrued Taxes account respec- 
tively. 

Sometimes a surburban real estate development company 
will borrow money from the bank and give as security a 
mortgage on some vacant property. The interest on such 
mortgages must be treated as carrying charges, the same as 
interest on blanket mortgages. 

Care is necessary that interest and taxes accrued during 
the month be charged to the proper accounts. Interest on 
mortgages, or any part of a mortgage, that covers unplotted 
tracts must be debited to Unplotted Tracts account; interest 
on mortgages, or any part of a mortgage, that covers plotted 
tracts must be debited to Plotted Tracts account; interest on 
mortgages, or any part of a mortgage, that covers lots sold 
under contract must be charged to Interest on Contracts ac- 
count. Interest accrued on notes secured by mortgages pay- 
able must be handled in the same manner as interest on 
mortgages. All interest paid on mortgages and notes should 
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be charged to Accrued Interest on Mortgages Payable, or 
Accrued Interest on Notes Payable, as the case may be. 

§321. Unplotted Tracts Account. 

Unplotted Tracts account is debited with the acquisition 
cost of all tracts purchased; with the cost of all expenses of 
acquiring title, such as title insurance, recording fees, surveys, 
etc. ; and at the close of each month, with the taxes accrued, 
and interest accrued on mortgages and notes secured by mort- 
gages that cover the unplotted tracts. When a tract is plotted 
the cost to date of that tract is credited to Unplotted Tracts, 
and debited to Plotted Tracts. The balance of the Unplotted 
Tracts account represents the cost of unplotted tracts on 
hand. 

§322. Plotted Tracts Account. 

Plotted Tracts account is debited with the cost of tracts 
plotted (this cost including all interest charges applicable to 
the tracts plotted up to the date of transfer from the Un- 
plotted Tracts account) ; with the estimated cost of improving 
the tracts (at which time Reserve for Improvements is cred- 
ited), and, at the close of each month, with interest and taxes 
accrued for the month. The interest charges referred to apply 
only to mortgages, or notes secured by mortgages, covering 
the plotted tracts. Plotted Tracts account should also be 
debited with the cost of lots sold and again acquired by the 
company. In the case of cancelled sales, the lots should be 
taken back at their cost at the time the sale was made. Plotted 
Tracts account is credited at the dose of each month with 
the cost of all lots disposed of during the month, at which 
time sales account is debited. 

§323. Perpetual Inventory. 

It is necessary to keep some kind of a perpetual inventory 
of the unplotted and the plotted tracts on hand. In a large 
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company it is advisable to keep a perpetual inventory of lots 
on hand in such manner that all carrying charges can be 
ascertained up to the date of sale, thus permitting each sale 
to be passed through a sales book in such a manner that both 
the selling price and the cost can be inserted in columns cor- 
respondingly headed. In a small business it is sufficiently 
correct to divide the balance of Plotted Tracts account at the 
close of a month by the number of lots on hand as at the 
middle of the month. This results in a mean average that 
works out equitably. 

§324. Construction Account. 

Construction account is debited with the cost of construct- 
ing houses. When houses are built under contract it is a very 
easy matter to keep these accounts correctly, but when the 
company builds its own houses, the matter is much more 
difficult. It is advisable when purchasing lumber to get a 
separate figure from the lumber company on each house, as 
otherwise it is almost impossible to charge the lumber used 
in the different houses accurately. Cost of labor can be dis- 
tributed nionthly, as can also the cost of teaming service, su- 
pervision, etc. 

Construction account is credited with the cost of houses 
as these are sold, at which time Sales account is debited. The 
balance of Construction account represents the cost of houses 
completed and on hand and of houses in the course of con- 
struction. Construction charges applicable to houses sold 
during a previous period should be charged to Extra Charges 
on Houses Sold accoimt, which is charged off to Surplus at 
the close of the current fiscal period. 

§325. Contracts Account. 

Contracts account, at the close of each month, is debited 
with the aggregate amount of all contracts received during the 
month, at which time Sales account is credited. 
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It is quite common for suburban real estate development 
companies to sell lots for a very small payment down, the 
balance to be paid by monthly instalments. The contracts, in 
some cases, bear interest at the rate of five or six per cent, 
on unpaid balances from month to month. At the time a 
contract of sale is made, title to the lots is not passed but 
remains vested in the company. In such case the contract 
provides that after a certain amount has been paid on it, title 
to the lot shall pass in the usual way. After title passes an 
instalment mortgage may be taken back for the balance due on 
the contract. So long as a contract is in force the company 
receives the instalment payments, which include interest on 
the unpaid balance from month to month. Thus the com- 
pany receives interest on the unpaid balance, and pays in- 
terest on the mortgage covering the lot. It will thus be seen 
that the interest paid on mortgages covering lots sold, is an 
offset against the interest received on contracts. Of course, 
the monthly payments on contracts and the instalment mort- 
gages are large enough to cover interest and also something 
on account of the principal. 

Contracts account is debited at the close of each month 
with the aggregate amount of interest accrued on contract 
balances, at which time Interest on Contracts is credited. It 
is necessary, of course, to keep a subsidiary ledger with con- 
tract accounts, each contract having a separate account. In- 
terest must be figured on each account at the close of month 
and this interest be added to the unpaid balance, provided the 
contract states that interest shall be charged on monthly bal- 
ances. The contract ledger is controlled by the Contracts ac- 
count, and should be balanced each month. In some few 
cases interest is not charged on balances, and in some other 
cases the real estate companies do not compute the interest 
until the principal is fully paid. This latter practice is very 
unsatisfactory from the standpoint of accurate accounting. 
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§326. Mortgages Receivable Account. 

Mortgages Receivable account should be debited with the 
principal sum of all mortgages received. If some of the 
mortgages received are instalment mortgages, interest should 
be computed each month the same as in the case of contracts, 
and the aggregate amount of interest on such mortgages 
should be debited at the close of each month to the Mort- 
gages Receivable account and be credited to Interest on 
Mortgages Receivable account. As instalment payments are 
made they are credited to Mortgages Receivable account. 

The balance of this account is supposed to represent the 
amount of straight mortgages on hand, plus the balance due to 
date on instalment mortgages on hand. It should, as stated, 
be credited with instalments received on account of instalment 
mortgages, and also with payments received on account of the 
principal sum of straight mortgages on hand. 

§327. Materials Account. 

The Materials account is debited with the cost of improve- 
ment and construction materials purchased. At the close of 
each month it is credited with the cost of such materials used 
during the month, at which time Construction account and 
Reserve for Improvements account are debited with the cost 
of materials used during the nionth for construction and im- 
provement purposes. In order to conduct such an account 
properly, it becomes necessary to keep a going inventory of 
all materials purchased and to see that some one reports cor- 
rectly the quantities used and the purposes for which they 
are used. 

§328. Mortgages Payable Account. 

Mortgages Payable account is credited with the principal 
sum of all mortgages given or assumed on properties owned. 
It is debited with all payments made on accotmt of the prin- 
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cipal sum of mortgages on propertes owned. The balance 
represents the liability of the company on mortgages out- 
standing on properties owned. 

§329. Mortgages Against Contracts Account. 

An account, known as Mortgages Against Contracts ac- 
count, is opened and credited at the close of each month with 
the aggregate amount required to release from mortgages on 
properties owned the lots sold under contract during the 
month; at this time Mortgages Pa3^ble account is debited. 
At the close of each month Mortgages Against Contracts ac- 
count is debited with the aggregate amount of releases paid. 
The balance of Mortgages Against Contracts account repre- 
sents amount set aside, and not paid, for release of lots sold 
under contract. When a sale is cancelled, this account must 
be debited with the amount required to release the lots taken 
back, and Mortgages Payable account must be credited. 

§330. Notes Payable. 

(a) Notes Payable No. i. This account is credited with 
the amount of notes issued which are secured by mortgages 
covering properties owned. It is debited with all payments 
made on account of notes secured by mortgages on properties 
owned. The balance represents the amount due on notes 
outstanding, secured by mortgages on properties owned. 

(b) Notes Payable No. 2. This account is credited with 
the face value of all notes issued which are secured by the 
assignment of securities owned. It is debited with all pay- 
ments on account of notes outstanding which are secured by 
collateral. The balance of this account represents the aggre- 
gate face value of notes outstanding on which securities be- 
longing to the company have been assigned as collateral se- 
curity. 

The interest on Notes Payable No. i is distinctly a carry- 
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ing charge, whereas the interest on Notes Payable No. 2 is a 
capital expense, and should be charged to Interest on Notes 
Payable No. 2. Such interest corresponds to the interest 
paid on borrowed moneys by mercantile businesses. 

§331. Maintenance of Equipment Account. 

Maintenance of Equipment account is debited with all re- 
pairs and depreciation of equipment; with wages of drivers 
and stablemen, upkeep of teams, wagons, steam drills, road 
scrapers, etc., etc. The account is credited at the close of 
each month with the aggregate amount of team service ren- 
dered, at which time Reserve for Improvements account. Con- 
struction account, etc., should be debited with their proper 
proportions. 

In order to arrive at the amount chargeable for team serv- 
ice, it is usually desirable to establish a fixed rate to charge 
for a team and driver, and for one horse and driver. It is 
hardly fair to charge quite as much as would have to be 
paid to a contractor, because it is estimated that the company 
can do its own teaming for less money than it can hire it 
done. Five dollars per day for team and driver, and three 
dollars per day for one horse and driver would in most cases 
seem to be a fair rate. During the warm months this account 
should show a credit balance, but during the winter months 
it would probably show a large debit balance. It is not ad- 
visable to adjust the account more than once a year, and the 
balance should then be transferred to the Profit and Loss 
account. 

§332. Loss on Cancelled Sales Account. 

Loss on Cancelled Sales account is debited at the end of 
each month with the aggregate amount of loss sustained on 
sales cancelled during the month. This loss consists of the 
profit taken at the time of the sale, plus the interest charged 
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to the tract, minus both the unearned agents' commission and 
the payments received from and forfeited by the purchasers. 
It is important to note that when a sale is cancelled the 
entry made at the time of the sale must be reversed. This 
will result in a debit to Plotted Tracts account, a debit to 
Mortgages Against Contracts, a debit to Unearned Com- 
missions, a debit to Interest on Contracts, and a debit to Loss 
on Cancelled Sales; and a credit to Mortgages Pa)rable, a 
credit to Contracts, and a credit to Payments Forfeited. 



Chapter XLV 

GENERAL LEDGER ACCOUNTS OF AMUSEMENT 
ENTERPRISES OPERATING AT PLEASURE 

RESORTS, ETC. 

§333. Classification of Accounts. 

Assets : 
Land. 
Buildings. 

Reserve for Depreciation of Buildings. 
Equipment and Apparatus. 

Reserve for Depreciation of Equipment and Apparatus. 
Electrical Plant. 
Ticket Booths, Fences, etc. 
Park Improvements. 
Gas Extensions. 
Water Extensions. 
Sewer Extensions. 
Cash. 

Change Fund. 

Deposits with Public Service Corporations. 
Merchandise Stores. 
Material Stores. 

Organization and Development Expenses. 
Advertising Prepaid. 
Treasurers' Supplies. 

Liabilities and Net Worth : 
Accounts Payable. 
Notes Payable. 
Concessionaires' Accounts. 
Capital Stock. 
Surplus. 
Profit and Loss. 
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Income and Expense Accounts : 
General Admissions. 

Income from Attractions Operated by Company. 
Income from Attractions Operated by Concessionaires. 
Income from Leases. 
Income from Electric Lighting. 
Income from Gas Meters. 
Income from Picnics. 
Miscellaneous Income. 
Advertising. 
Free Attractions. 
Rent of Park. 
Maintenance of Park. 
"Overs" and "Shorts." 
General Administrative Expenses : 

Officers' Salaries. 

Office Help. 

Organization and Development Expenses. 

Office Supplies. 

Liability Insurance. 

Fire Insurance. 

Lost Time of Workmen. 

Incidentals. 
Interest. 

Extraordinary Losses. 
Dividends. 

The foregoing accounts are brought in not because of 
any special interest in amusement enterprises among account- 
ants, but because such enterprises afford an excellent illustra- 
tion of a business in which a weekly profit and loss statement 
is required, and also because their accounts include a large 
number of typical income accounts against which are charged 
the expenses of maintaining the source of income. 

A considerable amount of money is usually required to or- 
ganize an amusement enterprise and to lay out the general 



ACCOUNTS OF PLEASURE RESORT ENTERPRISE 339 

scheme of organization and development. When these ex- 
penses are considerable it is perfectly proper to capitalize them 
and write them off over a period of say three years. 

§334. Cash Account. 

An account with Cash should be so kept that the balance 
of the cash book at the close of each day will show the amount 
in the bank plus the amount on hand waiting to be deposited. 

A separate ledger account should be kept for the purpose of 
properly charging the change funds furnished to each cashier, 
and the emergency change fund held by the treasurer. Such 
an account should be headed "Change Fund" and should 
represent the aggregate amount of cash carried on hand for 
the purpose of making change. 

§335. Concessionaires. 

In the operation of an amusement enterprise of this nature 
it is quite customary for the company to arrange with out- 
siders for the conduct of various of its attractions upon a 
commission basis. An outsider who thus operates an at- 
traction is called a concessionaire. Contracts with conces- 
sionaires are usually drawn for a season only, and they differ 
quite widely in substance. In some cases, the concessionaire 
is required to pay all operating expenses, including the wages 
of the person who sells tickets for his attraction and also 
the wages of the one who takes these tickets at the entrance. 
In other cases, the company furnishes the ticket seller, or 
cashier, as this functionary is more commonly called, while 
the concessionaire furnishes the person who collects the 
tickets. Of course, in some of the concessions, such as 
restaurants, candy booths, shooting-galleries, etc., tickets are 
not sold. 

Contracts with concessionaires vary widely as to the pro- 
portion of gross receipts which the company retains, the per- 
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centage depending on the size of the attraction and the expense 
of its conduct. 

It is always customary for the company to collect the 
money taken in by concessionaires. This is usually done 
twice daily — at the close of the afternoon and at the close 
of the evening, though on Saturdays, Sundays, and holidays 
collections are often made more frequently. It is the prac- 
tice with some companies to pay to the concessionaires their 
proportion of the gross receipts at the close of each day. In 
other cases, it is the practice to make a settlement with the 
concessionaires on, say, Monday mornings. The former 
practice is preferable from the standpoint of the bookkeep- 
ing department, because daily settlements obviate the neces- 
sity of keeping accounts with each concessionaire. 

In case it is the practice to pay concessionaires their per- 
centage of the gross receipts once a week, it is necessary to 
keep an account with each. It is then advisable to keep a 
controlling account called "Concessionaires* Accounts," and 
support this controlling account with a subsidiary ledger in 
which is kept an accotmt with each concessionaire. Conces- 
sionaires' accounts should be credited with the proportion of 
gross receipts due them and should be debited with pa3rments 
made to them. 

§336. Land Account. 

A corporation engaged in operating an amusement enter- 
prise may either own the land or may lease it for a period of 
years. If the land is owned, an account should be kept with 
"Land." This Land account should be debited with the cost 
of acquiring the property, and with all expenses of carrying 
and improving the land up to the time of opening. Any ad- 
ditional improvements made from time to time, such as new 
roadways, sidewalks, etc., should also be charged to the Land 
account. The original cost of any landscape gardening is a 
legitimate charge to the Land account, but thereafter the ex- 
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pense of fixing the flower beds, purchasing and setting out 
perennial flowers, shrubs, etc., should be charged to Main- 
tenance of Park account. 



§337. Maintenance of Park Account. 

In case the land is not owned by the company, an account 
should be kept with Park Improvements. This account 
should be debited with all expenditure for items that would 
ordinarily be debited to Land account if the land were owned 
by the company. This account should show the total cost 
of putting the land in proper shape for operating purposes. 
Such proportion of the debits to Maintenance of Park account 
should be written off each week, after the opening, as one 
week bears to the life of the lease. In other words, if the 
lease is for ten years and the number of operating weeks in 
each year is twenty, then the total number of operating weeks 
during the life of the lease is two hundred. Hence, one two- 
hundredths of the cost of park improvement should be 
charged to Maintenance of Park account each week. 

It is preferable in some cases to keep a separate account 
with Ticket Booths, Fences, etc. The cost of these items is 
an asset, and should be written off during the life of the lease 
in the same manner as park improvements, or in case the com- 
pany owns the land, during the estimated life of this class of 
assets — say ten years, 

§338. Buildings. Equipment and Apparatus. 

An account, known as Buildings account, is kept for the 
purpose of showing the cost of all buildings, fronts, etc. A 
separate record should be kept for the purpose of showing 
the detailed cost of each building, front, etc. This separate 
record is known as the "Analysis of Fixed Assets Book," and 
its totals should be kept in constant agreement with the Build- 
ing account, and with any other fixed asset account the 
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analysis of which is shown in the analysis of fixed assets 
book. 

Equipment and Apparatus account is debited with the cost 
of all equipment and apparatus owned by the company. This 
should include the office equipment, stable equipment, furni- 
ture and fixtures in the different buildings, special apparatus 
installed by the company exclusive of the electrical apparatus, 
etc. Small tools used by the gardeners, skilled workmen, etc., 
should not be charged to a fixed assets account. 

§339. Electrical Plant Account. 

Electrical Plant account is debited with the cost of in- 
stalling all machinery at the central power-house, switch 
boards, etc. It should also include the cost of wiring the 
main lines and the general wiring in the park. It should not 
include the wiring in each building where it is possible to 
charge this cost to the particular building. Where this plan 
is not feasible. Electrical Plant account will be charged with 
the cost of all wiring. The cost of keeping the wiring and 
electrical apparatus in repair, and the replacements of wire, 
lamps, etc., must be charged against the Income from Electric 
Lighting. 

§340. Gas, Water, and Sewage. 

Usually a public service corporation will install the main gas 
lines, so that the only expense is making the connection to 
the different buildings. When this is done, no accounts 
should be kept with Gas Extensions. Otherwise Gas Exten- 
sion account should show the cost of installing the main gas 
lines. The same rule obtains in connection with the water 
extensions. 

Oftentimes, public service corporations will install the main 
gas line, the main water line, and the entire telephone sys- 
tem, but will require a deposit made to guarantee prompt pay- 
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ment for service furnished. In most cases, this deposit is 
returned at the close of the season. When such deposits are 
made they should be charged to Deposits with Public Service 
Corporations account, and stand as an asset on the books. 

Sewer extension is usually an expense which the company 
must pay, and it would seem desirable to keep a special ac- 
count with this. However, there is no particular objection 
to charging the expenses of installing the sewer system to 
Park Improvements, or to Land account if the land is owned 
by the company. 

§341. Stores Accounts. 

When the company operates its own restaurant, soda- 
fountains, candy and cigar stands, etc., it is necessary to 
keep a regular store room for merchandise purchased in large 
quantities. A stock clerk should be placed in charge of such 
stores, and should issue goods only on requisitions, properly 
approved. It then becomes necessary to keep a stock record 
for such goods in the bookkeeping department in order to 
ascertain the cost of all such goods purchased and the cost 
of all such goods used. Without such a record it is impos- 
sible to arrive at weekly profits unless a physical inventory 
is made weekly. In a business of this nature an accurate 
weekly statement of income and expenses, with respect to 
each attraction, is very desirable. 

Merchandise Stores should be debited with the cost of all 
goods bought for the purpose of being sold or used by at- 
tractions operated by the company. It should be credited at 
the close of each week with the cost of goods used, at which 
time the proper operating account should be debited. The 
balance of Merchandise Stores account represents the cost 
of that class of goods on hand. 

Material Stores is debited with the cost of all materials 
purchased in large quantities for improvement, construction, 
and maintenance purposes ; e, g., paints, building supplies, etc. 
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These supplies should be placed in the custody of a store- 
keeper, and issued on requisitions properly approved. Ma- 
terial Stores account is debited with the cost of such sup- 
plies purchased, and is credited at the end of each week with 
the cost of such supplies used. If such supplies are used for 
improvements or additions, then their cost should be capi- 
talized. If, however, they are used for maintenance purposes, 
their cost should be charged accordingly. The balance of 
Material Stores accoimt represents the cost of material stores 
on hand. 

§342. Advertising. Treasurer's Supplies. 

Advertising Prepaid account should be debited with the 
cost of advertising supplies purchased in large quantities and 
with the cost of all items of advertising paid in advance. 
Some sort of a record should be kept in order that this ac- 
coimt may be credited at the close of each week with the cost 
of advertising supplies used and prepaid advertising con- 
stuned during the week, at which time Advertising account 
should be debited. The balance of Advertising Prepaid ac- 
count represents the cost of advertising paid in advance. 

Treasurer's Supplies account should be debited with the 
cost of office supplies, tickets, etc., purchased in large qiian- 
tities. If should be credited at the close of each week with 
the cost of treasurer's supplies used. Oftentimes, it is not 
found feasible to carry such an account as this in the ledger. 
However, it is entirely unfair to charge against the income 
from a particular attraction in one week the cost of tickets 
for the entire season, and an effort should be made to dis- 
tribute this ticket cost in a more equable manner. 

§343. General Admissions Account. 

This account should be credited with all income from the 
main entrance, automobile and carriage gates, etc. Where 
transportation companies sell excursion tickets to the groimds 
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with entrance included, General Admissions account should 
be credited with the company's share of moneys received from 
sale of these tickets. 

Where excursion picnic tickets, including both transporta- 
tion and admittance to the grounds, are issued by the amuse- 
ment company, they are usually sold at greatly reduced rates. 
Oftentimes the intent is to waive the general admission fee, 
the company's profit being realized from the expenditures of 
the excursionsists after they get inside. In such case the 
General Admissions account does not participate in the re- 
ceipts from these tickets, such income being credited to In- 
come from Picnics account. 



§344. Income from Attractions Accounts. 

Income from Attractions Operated by Company accotmt 
should be credited with all receipts from attractions operated 
exclusively by the company, and be debited with all direct 
expenses applicable to these attractions. A subsidiary record 
should be kept for the purpose of showing the income and 
expenses of each particular attraction. One book known as 
"Analysis of Income Accounts" will usually serve for the 
analysis of all the income accounts, and should be so arranged 
that a separate section of the book is devoted to each general 
income account. 

An ordinary trial balance book with blank headings serves 
nicely for the "Analysis of Income Accounts." The first sec- 
tion of the book is conveniently devoted to the Income from 
Attractions account. Each pair of coluntns is headed with 
the closing day of each week of the season. The name of 
each attraction appears at the head of its analysis. The 
names of the various items are written on the left-hand mar- 
gin of the first left-hand page. 

In order to avoid rewriting the items when the first double 
page has been filled, the outer portion of each following page 
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— to the number needed — is cut off at such a distance from 
the outer edge that when the page is turned the items already 
written on the left-hand portion of the first page are not con- 
cealed, and entries on the new page may still be made against 
them. Enough pages should be so cut to provide a pair of 
columns for each operating week of the season. 

The gross receipts for the week from the particular attrac- 
tion are entered in the right-hand column, and the expenses — 
depreciation, cashier, ticket taker, tickets, lighting, followed 
by the expenses peculiar to that attraction — are entered in 
the left-hand column. The total expenses are extended in 
the right-hand column and subtracted from the gross income, 
the difference being the net income for the week. 

Two or three lines should be skipped between the analyses 
of the different attractions. If the analyses of all the attrac- 
tion accounts cannot be written on a single page, another 
section of the book, or as many sections as may be necessary, 
must be prepared for the purpose until the analyses of all 
attractions operated by the company are shown in sufficient 
detail and without being crowded. This subsidiary record 
must be kept in constant agreement with its controlling ac- 
count. 

Income from Attractions Operated by Concessionaires ac- 
count should be credited with the company's share of receipts 
and be debited with all direct expenses of these attractions 
paid by the company. A separate subsidiary account should 
be kept in the analysis of income accounts book with each 
attraction operated by a concessionaire, a detailed weekly 
analysis of the income and expenses of each attraction be- 
ing entered as explained under "Income from Attractions 
Operated by Company" on preceding page. 

§345* Other Income Accounts. 

Income from Leases account should be credited with the 
rent earned on properties and privileges leased. It should 
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be debited with any expenses directly chargeable against such 
income, such as depreciation of the building leased, etc. It is 
advisable to show an analysis of this account in the analysis 
of income accounts book. 

Income from Electric Lighting account should be credited 
with all charges for electric lighting against lessees, con- 
cessionaires, and attractions operated by the company. It 
should be debited with the cost of power, cost of repairs and 
maintenance of the electric plant, main lines, general park 
lighting system, etc., and any other expenses incurred in con- 
nection with the lighting plant. The account should not 
show a loss because the lessees, concessionaires, and the at- 
tractions operated by company should be charged at a greater 
rate than the cost to the company. If, however, the account 
does show a loss it becomes a general expense. It is de- 
sirable to keep an analysis of this account in the analysis of 
income accounts book. 

Income from Picnics should be credited with receipts from 
the sale of special picnic tickets, and debited with the ex- 
penses of promoting picnics, printing tickets, special picnic 
advertising, etc., in order to ascertain whether the venture is 
profitable. Usually it is not, except as a matter of adver- 
tising. 

Free Attractions account should be debited with the cost of 
all free attractions, such as free shows, general park music, 
maintenance of children's playgrounds, maintenance of free 
bath house, and special attractions, such as balloon ascen- 
sions, etc. 



Chapter XL VI 

LEDGER ACCOUNTS FOR LIBRARIES 

S346. Classification of Accounts. 
Invested Assets : 
Real Estate : 

Land. 

Buildings. 

Library Equipment: 

Furniture and Fixtures. 

Statuary. 

Pictures and Maps. 
Book Investment. 

Securities Owned (exclusive of Endowment Funds). 
Endowment Fund Investments (the income only to be used). 
Current Assets : 

Cash Balance of Donations and Endowment Income for Des- 
ignated Purposes. 
Treasurer's Current Account. 
Librarian's Fund. 
Accounts Receivable. 
Inventories : 

Library Publications on Hand. 

Library Supplies on Hand. 

Fuel and Janitors' Supplies on Hand. 
Insurance Premiums Prepaid. 
Bond Premium Apportionment Account. 

Liabilities and Surplus: 
Bills Payable. 

Endowment Funds (separate account with each fund). 
Unexpended Balance of Donations for Designated Purposes 

(separate account with each donation). 
Unexpended Balance of Endowment Income for Designated 
Purposes, 

348 
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Surplus : 
Invested in Real Estate. 
Invested in Library Equipment. 
Invested in Books. 
Invested in Securities Owned. 
General Fund — consisting of — 

Balance at Beginning of Fiscal Year. 
Less: 

Payments made during the current year from the General 
Fund, and capitalized ; and also any part of the Gen- 
eral Fund that is reserved. 
Plus: 

Excess of income over expenses for the current year, as 
per Income and Expenses account. 
Income and Expenses Account (to be closed into the General 

Fund account at the end of each fiscal year). 
Reserve for Book Purchases. 
Income : 

State Appropriation (for current use). 

Municipal Appropriation (for current use). 

Subscriptions. 

Donations (for current use). 

Usable Books Donated (as valued by Librarian). 

Interest on Deposits. 

Income from Securities Owned (exclusive of Endowment 

Funds). 
Income from Endowment Funds (or Trust Funds). 
Income from Rents. 
Income from Fines. 
Income from Telephone Commissions. 
Income from Sales of Library Publications. 
Income from Sales of Waste. 
Income from Payments for Lost Books. 
Income from Non-resident Membership Fees. 
Expenses : 
Salaries of Staff. 
Periodicals. 
Rebinding, Lettering, and Book Repairs. 
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Library Publications. 

Library Supplies (including catalogue material). 

Insurance on Books. 

Freight and Express. 

Treasurer's Expenses. 

Telephone and Telegrams. 

Insurance on Furniture and Fixtures. 

Office Supplies. 

Library. 

Incidentals. 

Rent, Heat, and Light (applicable to property occupied but 

not owned by library). 
Maintenance'of Real Estate: 

Salary of Superintendent of Building. 

Wages of Engineers, Janitors, etc. 

Fuel. 

Lighting. 

Boiler Room Supplies. 

Janitors' Supplies. 

Extra Help (for cleaning, etc.) 

Insurance on Building. 

Repairs to Building. 

Redecorating. 

Commissions to Real Estate Brokers for Renting. 

Water Tax. 

Incidentals. 
Interest on Borrowed Money. 
Books Lost. 

Books Discarded and Worn Out. 
Replacement of Library Equipment. 
Margin on Securities Sold. 

§347. Library Accounts. 

The accounts of libraries are, generally speaking, rather 
loosely conducted. There is usually no uniform system for 
classifying income and expenditure; or for reporting the con- 
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dition of the assets of the library and the results from its 
operations. There is a genuine need for a uniform system 
of accoimts and a uniform systen^ of reports and statistics 
so that there may be a uniform basis of comparison between 
libraries. 

It is the custom in many libraries to keep a record only 
of cash receipts and disbursements, and no attempt is made 
at keeping accurately the accoimts with investment assets. 
As a residt it is impossible to ascertain from the books the 
cost of the land, buildings, library equipment, and the books 
owned. The comparison of cash receipts and disbursements 
for several years does not necessarily lead to any definite con- 
clusion; but a comparison of fixed and current assets for 
several years enables one to see the changes in these accounts, 
and from such a comparison to derive very interesting con- 
clusions. 



§348. Land, Buildings and Fixtures. 

Land account is debited with the cost of land acquired, 
and with all improvem,ents thereto. (See Part II, Chapter 
XVII.) If the land is donated it is advisable to take it upon 
the books at its value at the time of acquiring title. Surplus 
Invested in Real Estate account being credited. 

Buildings account is debited with the original cost of the 
building or buildings acquired, and with any additions or 
improvements thereto. Repairs, redecorating, etc., must be 
debited to the proper expense accounts. 

Furniture and Fixtures account is debited with the cost 
of the original library equipment, and with any additions or 
improvements thereto. If deemed advisable, separate ac- 
counts may be kept with Statuary, Pictures and Maps, Type 
and Cases, etc. 

Replacements of furniture and fixtures should be debited 
to Replacements of Furniture and Fixtures account. 
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S349. Books. 

Book Investment account should be debited with the orig- 
inal cost of all books purchased, and with the value of all 
books donated, provided they are to be retained by the library. 
It is credited with the cost or donated value of all books dis- 
posed of. If books are discarded, then Books Discarded and 
Worn Out account should debited. If books are lost. Books 
Lost account should be debited. If books are exchanged, 
the books acquired in the exchange are supposed to be valued 
according to the cost of the books given in exchange for them. 
If any money is given or received in connection with the ex- 
change, the price of the books acquired is modified accord- 
ingly. 

The "Accessions Book" should show the cost or donated 
value of all books acquired. The cost of each book pur- 
chased is recorded in the column provided, and the value of 
each book donated is also recorded in the same coltmm but 
preferably in red ink. The footing of this colimin represents 
the total cost of all books purchased plus the value of any 
usable books donated. 

It is not the custom among most libraries to place any 
value on books donated. This is distinctly a mistake, be- 
cause such books represent an asset, and it is quite as im- 
portant for this value to find its way into the Surplus Invested 
in Books account as for donated cash invested in new books 
to find its way there. For this reason all books donated, un- 
less they are to be immediately gfiven away, sold, or other- 
wise disposed of, should be given an arbitrary value, accord- 
ing to the best judgment of the librarian, or whoever is sup- 
posed to value such books, and at the close of each month 
the aggregate value of all books donated during the month be 
debited to Books Investment account and credited to Usable 
Books Donated account. 

A record should be kept of all books disposed of in order 
that their aggregate cost or donated value, as the case may 
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be, may be ascertained. The difference between the aggre- 
gate cost or donated value of books acquired and the cost 
or donated value of books disposed of, should exactly agree 
with the balance of Book Investment account. 

§350. Securities and Funds. 

Securities Owned account should not include securities 
belonging to endowment funds. It is debited with the cost 
of stocks and par value of bonds owned by the library which 
are available for general purposes. It is credited with the 
cost of stocks and par value of bonds disposed of. The dif- 
ference between the cost or par value and selling price should 
be carried into Margin on Securities Sold account. 

The Endowment Fund Investments account is to be debited 
with the original amount of all endowments, where the income 
only is to be used. This account must include the funds that 
are invested, and also any part of the funds that remain unin- 
vested. In other words, the Endowment Fund Investments 
account must include the amotmt invested, and also any cash 
on hand forming a part of the principal sum of one or more 
endowments. The income from these funds, if available for 
general purposes, should be debited to Cash and credited to 
Income from Endowment Funds (or Income from Trust 
Funds if that term is preferable). It is advisable to keep a 
subsidiary record with each endowment, and the income on 
each endowment. 

Endowment income to be used for designated purposes 
should be credited to Unexpended Balance of Endowment In- 
come for Designated Purposes account. As this income is 
disbursed two entries must be made, — ^first, debit Unexpended 
Balance of Endowment Income for Designated Purposes ac- 
count and credit the proper surplus investment account; sec- 
ond, debit the proper investment asset, say Book Investment, 
and credit Cash Balance of Donations, etc., account. 

It is advisable to keep a separate bank account for unex- 
pended balances of funds donated for designated purposes, 
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as these funds should not be merged with the treasurer's cur- 
rent funds. When these unexpended balances are finally dis- 
bursed, Unexpended Balance of Donations for Designated 
Purposes account must be debited and the proper surplus in- 
vestment account be credited. Of course, in addition to this 
entry another one must be made covering the actual disburse- 
ment, which results in a debit to the proper investment asset, 
say Buildings account, and a credit to Cash Balance of Dona- 
tions and Endowment Income for Designated Purposes ac- 
count. A subsidiary record should be kept with each dona- 
tion for a designated purpose in order to show its status at 
any time. 

The Librarian's Fund should be conducted according to 
the Imprest Fund System. (See Part II, Chapter XL) 

§351. Surplus, Income, and Expense Accounts. 

A separate account should be kept with each of the di- 
visions of Surplus, corresponding to the capital investments; 
e. g., Surplus Invested in Real Estate, Surplus Invested in 
Library Equipment, Surplus Invested in Books, Surplus In- 
vested in Securities Owned, General Fund, etc. When a part 
of the general ftmd is expended for capital assets, Cash is 
credited and the proper asset account is debited. Another 
entry should be made debiting the General Fund account and 
crediting the proper surplus investment account. All income 
and expense accoimts are closed into the Income and Expense 
account at the close of each fiscal year. At that time the 
General Fund account is debited or credited, as the case may 
be, with the balance of the Income and Expense account, 
which corresponds to a profit and loss account in a commer- 
cial business. The General Fund account should be so kept 
that its balance will show the excess of accumulated income 
over expenses to date of last closing. 
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LEDGER ACCOUNTS USED IN BOOKKEEPING FOR 

CLUBS 

§353- Classification of Accounts. 

Fixed Assets: 
Land. 
Buildings. 

Reserve for Depreciation of Buildings. 
House Furnishings. 

Reserve for Depreciation of House Furnishings. 
Tools and Outside Equipment (for golf links, etc.) 
Reserve for Depreciation of Tools and Outside Equipment. 
Sinking Fund (for the retirement of bonds). 

Active Assets : 
Cash. 

Imprest Cash Fund. 

Accounts Receivable (due from members on open accounts). 
Members' Dues Unpaid. 
Insurance Premiums Prepaid. 
Supplies (on hand). 

Fixed Liabilities : 
Mortgages Payable. 
Bonds. 

Active Liabilities : 
Accounts Payable. 
Notes Payable. 

Accrued Interest on Mortgages Payable. 
Accrued Interest on Bonds. 
Accrued Interest on Notes Payable. 
Accrued Taxes. 

355 
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Net Worth : 
Surplus (or Deficit). 
Profit and Loss. 
General Income and Expenditure : 
Initiation Fees. 
Annual Dues. 
Gifts. 

Miscellaneous Income. 
Rooms and Lockers. 
Interest. 

General Expenses : 
Manager and Office Help. 
Office Supplies. 
Postage. 

Telephone and Telegrams. 
Stationery. 
Heat and Light. 
Depreciation of Buildings. 
Depreciation of House Furnishings. 
Repairs to Buildings. 
Maintenance of General Grounds. 
Taxes. 
Insurance. 
Auditing. 
Restaurant and Bar: 
Income : 
Table. 
Bar. 
Cigars. 
Expenses : 
Table Supplies. 
Bar Supplies. 
Cigar Supplies. 
Wages. 
Incidentals. 
Golf Links : 
Income : 
Tournament Fees. 
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Sale of Supplies. 

Miscellaneous. 
Expenses : 

Tournaments. 

Maintenance of Links. 

Supplies. 
Stable : 
Income : 
Expense : 

Supplies. 

Stableman's Wages. 

§353. Club Accounts. 

The foregoing list of accounts does not include all accounts 
that are required by all clubs. It is a fairly representative 
list, and indicates that the nature and arrangement of ledger 
accounts for clubs is quite similar to that of a mercantile 
business. 

It is distinctly desirable to conduct the accounts of a club 
in a thoroughly business-like manner, applying the same ac- 
counting principles as are used in the keeping of accounts 
for modern business enterprises. This is not always done. 
Thus, in many clubs it is the custom to record only cash 
transactions. When this is so, the various items of income 
and expenses are not brought on the books until the cash is 
actually received or disbursed, as the case may be. It fol- 
lows, therefore, that at the close of a given period the ac- 
counts will not include income due but not received, or ex- 
penses incurred but not paid. This practice of entering in- 
come and expenses only as the money is received and dis- 
bursed, makes it difficult, and often impossible, to show in 
each month or fiscal period, as the case may be, all the income 
and expenses applicable to the particular month or fiscal 
period under review. 

In conducting a complete bookkeeping system for a club, 



358 SPECIAL CLASSIFICATIONS 

if accurate and consistent results are to be attained, it is 
necessary to be just as precise and technical as in the case 
of a large business establishment. All bills applicable to a 
month must be properly charged in that month. All addi- 
tions and improvements to fixed assets should be capitalized, 
and items replaced, discarded, or otherwise disposed of, 
should be debited against the proper reserves. Replacements, 
of course, must be debited to the proper fixed asset accounts. 

§354. Keeping the Accounts. 

Land, Buildings, and House Furnishings accounts should 
be treated the same as in the case of a mercantile or manu- 
facturing business. House Furnishings account is debited 
with the entire original equipment, including silver, crockery, 
cooking utensils, linens, rugs, bar equipment, etc., and any 
subsequent additions. Items replaced must be debited to 
. the Reserve for Depreciation of House Furnishings account 

Tools and Outside Equipment account is debited with the 
original complement of tools, including such things as lawn 
mowers (whether hand mowers or horse mowers), lawn roll- 
ers, street sprinklers, horses, carts, harnesses, etc.; and with 
the cost of the original movable outfit for the tennis courts, 
golf links, etc. All itenijS replaced should be debited to Re- 
serve for Depreciation of Tools and Outside Equipment It 
is very desirable to maintain a perpetual inventory of all 
fixed assets, as described in Part II, Chapter XIII. Of 
course, such small tools as shovels, picks, rakes, etc., should 
be debited to the proper expense or supply accounts when 
purchased. 

It is advisable to keep ledger accounts with the general 
items of income and expenditure, and support these accounts 
with a detailed analysis kept in a regular analysis book. The 
list of accounts submitted contemplates ledger accounts with 
the following income and expense accounts: Initiation Fees, 
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Dues, Gifts, Miscellaneous Income, Rooms and Lockers, In- 
terest, General Expenses, Restaurant and Bar, Golf Links, 
and Stable. 

It is desirable, although seldom done, to take on the books 
at the close of each fiscal year all unpaid dues, fees, etc. This 
is done by debiting Members' Dues Unpaid account and 
crediting the proper income account or accounts, as the case 
may be. This entry may be reversed at the beginning of 
each fiscal year. 

§355. Annual Report. 

It is customary to render a complete financial report an- 
nually, and such a report should include a balance sheet, a 
statement of income and expenditure covering the year, and 
a summarized statement of cash receipts and disbursements.* 

If an accurate report is to be rendered, it is necessary to 
take an inventory of all supplies on hand at the close of 
each fiscal year. Such an inventory would include all cigars, 
provisions, beer and liquor, hay, straw, and oats, golf sup- 
plies, etc., on hand. Very often this is not done. If the 
cost of such supplies on hand is small, such an inventory is 
entirely unnecessary. But where the cost amounts to a mat- 
ter of, say, $500 or more, it is advisable to include this item 
of assets in the balance sheet, as otherwise the surplus will 
not be stated correctly. 

* For form of report, see fia86. 
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LEDGER ACCOUNTS USED IN BOOKKEEPING FOR 
PROFESSIONAL AND SCIENTIFIC MEN 

§356. Classification of Accounts. 

Permanent Assets : 

Office Equipment. 

Reserve for Depreciation of Office Equipment. 

Laboratory Equipment. 

Reserve for Depreciation of Laboratory Equipment. 

Instruments and Apparatus. 

Reserve for Depreciation of Instruments and Apparatus. 

Library. 

Maps and Tracings. 

Title Records. 
Liquid Assets: 4 

Cash in Banks. 

Imprest Cash Fund. 

Accounts Receivable. 

Engagements (or Cases). 

Supplies (on hand). 
Liquid Liabilities : 

Accounts Payable. 

Notes Payable. 

Pay Roll. 
Net Worth : 

Partners' Capital Accounts > 

or y as the case may be. 

Individual's Capital Account J 

Drawing Account with each partner, or with the individual if 

not a partnership. 
Profit and Loss. 
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Profit and Loss Accounts : 
Gross Profit on Cases (or Engagements). 
Professional Services. 
Miscellaneous Income. 
Overtime. 
Lost Time. 
Lunches. 
Rent. 

Supplies Used. 
Office Supplies. 
Postage. 

Telephone and Telegrams. 
Car Fare. 
Ice and Water. 
Towel Supply. 
Incidentals. 

Depreciation of Office Equipment. 
Depreciation of Laboratory Equipment. 
Depreciation of Instruments and Apparatus. 
Short-Life Tools and Apparatus. 

The foregoing list of accounts includes most of those which 
would be employed in bookkeeping for lawyers, physicians, 
civil engineers, consulting engineers, consulting chemists, 
dentists, etc. 

§357. Accounts with Instruments and Apparatus. 

Where a working laboratory is maintained a Laboratory 
Equipment account is desirable. This account is debited 
with the cost of items which have an expectancy of life in 
excess of, say, two years. Items of equipment having but a 
short life and all supplies for use in the laboratory should be 
debited to Supplies account. An inventory of all supplies on 
hand is made, say, once a year and the Supplies account ad- 
justed to agree with the cost of supplies on hand. 

If an accurate system of accounts is desired, it is advisable 
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to maintain a perpetual inventory of the laboratory equip- 
ment. This perpetual inventory may be kept in a boiuid 
book or on cards. In either case the record should show 
the date each item is acquired, from whom acquired, and the 
cost. When a new item of equipment is purchased its cost 
should be debited to Laboratory Equipment. At the same 
time the cost of the article replaced should be credited to 
Laboratory Equipment. Of course, the proper record of 
both the article added and the article it replaced must be made 
in the perpetual inventory. 

Any items of equipment that may be discarded, destroyed 
or otherwise disposed of, are debited to Reserve for Depre- 
ciation of Laboratory Equipment and credited to Laboratory 
Equipment account. If a reserve is not maintained, all pur- 
chases of equipment are charged to Equipment account and 
an inventory of equipment is made once a year. The 
account should then be adjusted to agree with the inventory 
valuations by debiting Expense account with the depreciation 
and crediting Laboratory Equipment account with an equal 
amount. 

In the case of a physician, engineer, or dentist it is advisa- 
ble to keep an Instruments and Apparatus account. This ac- 
count is handled in the same way as the Laboratory Equip- 
ment account. It is debited with the cost of all instruments 
and apparatus purchased which have an expectancy of life 
in excess of two years or more. Small tools and instruments 
that ordinarily do not last for two years are debited to 
Short-life Tools and Apparatus account. 

Of course, the amount to be reserved each year for de- 
preciation of instruments and apparatus, as well as the 
amount to be reserved each year for depreciation of labora- 
tory equipment, is a matter that must be decided upon by the 
person for whom the accounts are being kept. If no reserve 
is set aside, the instruments and apparatus should be inven- 
toried once a year and the balance of the account be adjusted 
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to agree with the results of the inventory. The adjusting 
entry is a debit to Expense account for the depreciation and 
a credit of an equal amount to Instruments and Apparatus 
account. 

§358. Books and Records. 

A lawyer, a doctor, or a man engaged in scientific research, 
will frequently own an extensive library. In such case it is 
advisable to have a Library account. This account is debited 
with the cost of books purchased and with the cost of bind- 
ing periodicals. Rebinding is an expense and should not be 
debited to this account. The original cost of compiling a 
library catalogue is a legitimate charge to this account. The 
cost of any volumes discarded, destroyed or otherwise dis- 
posed of should be credited to Library account. The bal- 
ance of this account shows the cost of books then in the 
library. 

Civil engineers and lawyers frequently have considerable 
money invested in maps, tracings or other records of perma- 
nent value. All such items should be debited to Maps and 
Tracings accotmt. If a map or tracing has no permanent 
value it should be charged against the particular case or en- 
gagement which required its acquisition, or if it was not 
acquired in connection with some particular case or engage- 
ment, to General Expense. 

If a lawyer should purchase an elaborate set of title records 
covering a certain section, tract, or part of a town or city, 
the expense of acquiring the set would be a legitimate charge 
to an asset account, "Title Records." If, however, he ac- 
quires title records in connection with his practice, it is almost 
impossible for him to properly charge the cost to such title 
records against any account, since their acquisition is in- 
cidental to services charged against cases. In this way a 
valuable asset is acquired incidentally and its value is not 
shown by the books. 
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S359- Accounts with Clients. 

When accounts with clients are in excess of, say, 100, it is 
advisable to maintain a subsidiary ledger in which these ac- 
counts may appear, this subsidiary ledger to be controlled 
by Accounts Receivable account in the general ledger. 
Qients are charged with expenses incurred or advances of 
any kind made on their accounts. They are also charged 
with fees for services as these become due. 

At the close of each week or month, as the case may be, 
"Engagements*' account or "Cases" account, whichever term 
is used, should be debited with the cost of all services ren- 
dered in connection with active engagements or cases during 
that week or month. At this time Services account is cred- 
ited. All expenses incurred which can be properly charged 
against particular engagements or cases is debited to Engage- 
ments or Cases account. This does not apply, of course, to 
advances or disbursements made for account of the client 
which must be repaid by him in addition to payment for 
services rendered, such advances or expenditures being 
charged to Accounts Receivable. 

The subsidiary ledger known as the "Engagements" or 
"Cases Ledger," as the case may be, is kept for the purpose 
of showing an account with each engagement or case. This 
subsidiary record supports the Engagements account or Cases 
account in the general ledger. Each engagement account 
should be debited with the services and expenses applicable 
to it, and when an engagement is completed it should be 
credited with the fee charged to the client, at which time the 
client's account should be debited. Thus, each account in the 
subsidiary ledger (engagements ledger or cases ledger, as 
the case may be) will show on the debit side the cost of serv- 
ices and the direct expenses incurred that are chargeable to 
that account. If the engagement is completed, the credit side 
will show the gross fee charged to the client's account and 
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the balance of the completed engagement account will show 
the gross profit on that engagement. 

From the foregoing it will be seen that this subsidiary 
record is a regular cost ledger. The balance of the Engage- 
ments account will include at the close of the year the cost 
of engagements or cases not completed. At the close of 
each month a list should be compiled from engagements 
ledger showing the gross profit on each engagement com- 
pleted, and a journal entry be made debiting Engagements 
account or Cases accotmt, whichever title is employed, and 
crediting Gross Profit on Cases account. The balance of 
the Engagements or Cases account will then show the cost 
of uncompleted engagements or cases. All completed en- 
gagements accounts in the subsidiary record must be closed 
and, if a loose-leaf ledger or a card ledger is used, the loose 
leaf or card should be transferred to a transfer binder or 
transfer card case. 

In the case of a partnership the time of the partners may 
be charged to the various engagements or cases just as in the 
case of clerks, the rate being based upon the salaries they 
are supposed to draw as per the articles of partnership. In 
case the articles of partnership do not provide that the 
partners shall draw a fixed amount, it is advisable that they 
decide upon an arbitrary rate in order that engagements may 
show a proper charge for all services rendered, regardless of 
whether these services are rendered by the partners or by 
the clerks. 

In the cases of a doctor, dentist, etc., and in the case of 
a majority of lawyers as well, it is, of course, impracticable 
to keep a cost record of each case. In fact, such a record 
would be of no use. Consequently, no account with engage- 
ments or cases would be kept. All moneys received from 
cash clients or patients should be credited to "Professional 
Services" or "Fees" account (preferably, "Professional Serv- 
ices"). All charges against them should be debited to Ac- 
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counts Receivable and credited to Professional Services ac- 
count This plan contemplates that a subsidiary record will 
be kept with all charged clients or patients. Cash received 
from such clients or patients to apply on account must be 
credited to Accounts Receivable. 

§360. Sundry Accounts. 

Supplies account should be debited with the cost of all sup- 
plies purchased. At the close of each fiscal year the supplies 
on hand should be inventoried and the Supplies account be 
adjusted to agree with the results of this physical inventory. 
The adjusting entry is a debit to Supplies Used account and 
a credit to Supplies account. 

In an office where clerks or assistants are employed it is 
advisable that a record be kept of the time of each one de- 
voted to each case or engagement. At the close of each week 
or month, as the case may be, the time should be computed 
and distributed among the engagements effected. A journal 
entry must then be made debiting Engagements or Cases ac- 
count and crediting Pay Roll account. It is necessary to have 
a day consisting of a fixed number of hours, say seven. Any 
overtime should be charged at the regular rate and credited 
to Overtime account. This account is debited with the cost 
of overtime paid for. Pay Roll account is debited with all 
moneys paid for all regular salaries — ^partners*, clerks', etc. 
All services rendered should be accounted for by charges to 
the proper accounts. Services that are of a general nature 
should be charged to General Expense account. Lost time is 
charged to Lost Time account. 



Chapter XLIX 

LEDGER ACCOUNTS USED IN THE PRIVATE BOOKS 
OF PROFESSIONAL AND BUSINESS MEN 

§361. Classification of Accounts. 

Assets : 

Cash (current bank account). 

Petty Cash Fund. 

Savings Bank Account (each savings account to be kept 

separate). 
Securities Owned. 
Mortgages Receivable. 
Endowment Life Insurance Premiums (separate account with 

each policy). 
Real Estate Investments (separate asset account with each 

property). 
Stable Equipment. 
Automobile. 

Private Office Equipment. 
Library. 

Household Equipment. 
Jewelry. 

Garden and Lawn Tools. 
Liabilities and Net Worth: 
Mortgages Payable. 
Notes Payable. 
Private Capital Account. 
Profit and Loss. 
Income Accounts: 
Income from Rentals (separate income account with eacl: 

income property). 
Income from Securities. 
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Margin on Securities Sold. 

Interest on Mortgages Receivable. 

Interest on Savings Accounts. 

Miscellaneous Income. 
Expense Accounts : 

Maintenance of Residence (interest, taxes, insurance, re- 
pairs, etc.) 

Replacements of Household Equipment. 

Mr. 's Private Expenses. 

Mrs. 's Private Expenses. 

Miss ( daughter) 's Private Expenses. 

Mr. (son)'s Private Expenses. 

Family Clothing. 

Family Amusement. 

Family Periodicals. 

Family Travelling Expenses. 

Charity. 

Care of Garden, Lawn, etc. 

Maintenance of Stable Equipment (including coachman's 
wages). 

Maintenance of Auto (including chauffeur's wages). 

Private Office Expenses (including salary of private secretary). 

Personal Taxes. 

Interest on Notes Payable. 

Straight Life Insurance Premiums. 

Incidentals. 

In opening a private set of books the excess of the assets 
over the liabilities brought on the books through the opening 
entries should be credited to Private Capital account. 

§362. Private Accounts. 

It is not feasible to apply the finer principles of commercial 
accounting to ordinary private bookkeeping; e. g., it is not 
usually advisable to provide reserve accounts for the deprecia- 
tion of wasting assets, or to keep an Insurance (Fire) Pre- 
miums Prepaid account and write off the proper proportion 
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periodically, or to adjust annually the other prepaid or ac- 
crued items, etc. 

A private set of accounts is kept to find out what the 
owner's rental properties are yielding, gross and net; to see 
what his securities yield per annum, etc., and to gain a fair 
idea of where his income goes. He is not so much interested, 
as a rule, in the net result as in the showing of the different 
ledger accoimts considered separately. A fairly accurate bal- 
ance sheet and profit and loss statement can always be com- 
piled from the monthly trial balance. If at any time a 
closely accurate profit and loss statement is desired, it is a 
simple matter to compute any prepaid or accrued income or 
expenses, as the case may be, and embody them in the state- 
ment without having to spread them on the books. 

In all probability any statistical information desired will 
relate to some particular property or to some other particular 
ledger account. For example, the individual for whom the 
books are kept might desire to know the comparative costs 
of owning or renting a home. Assuming that his home is 
owned, this would call for a statement showing interest on 
the mortgage (if any), taxes, insurance, and repairs (esti- 
mated), the statement covering preferably one year. To the 
sum of these figures must be added the interest, say at four 
per cent, per annum, on the amount of money invested in the 
property. The final total would represent the cost per year 
of his home property. Dividing this amount by twelve gives 
the cost per month. The owner can then compare this 
monthly cost with the rental of a similar property. 

Or he might desire to know the gross income realized from 
each rental property and also the expense of maintaining 
each. This information could be secured from an analysis of 
the income or rental accounts, the credit side showing the 
gross income and the debit side the items of interest on mort- 
gage, taxes, insurance, repairs, janitor service, fuel, etc. 
Some of these items might have to be adjusted and some ex- 
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penses might have to be estimated. The expenses must, of 
course, cover the period covered by the statement. 

As a matter of personal preference the author would enter 
all footings of ledger accounts in red ink at the close of each 
calendar year, but would never close the income and expense 
accounts. Nor would he rule off and bring down balances of 
any of the ledger accounts because it interferes with their 
statistical value. They should be left open in order that the 
footings may show at all times the accumulated debits and 
credits to date. The matter is, of course, largely one of 
preference, governed to some extent by conditions. 

§363. Payment of Bills. 

In keeping the private accounts of an individual it is ad- 
visable, when it can be done conveniently, to pay all bills 
monthly — say between the first and the tenth of the month. 
When this is done it is not necessary to open ledger accounts 
with creditors. In order to get all the bills paid and properly 
charged through the cash book before it is closed, the cash 
book may be closed on the tenth of each month instead of at 
the end of each month. Any bills that are not paid monthly 
may be passed through creditors* accounts, if desired. 

§364. Treatment of Asset Accounts. 

Life insurance premiums on endowment policies should be 
charged as assets. Premiums on such policies as the "20 
payment life" should be charged in part to the asset account 
(Endowment Life Insurance Premiums), and the balance to 
the expense account (Straight Life Insurance Premiums). 

An asset account may be kept with the automobile in order 
to show its original cost, and the cost of additions, if any. 
When the automobile is disposed of, the difference between 
the cost and the amount realized is chargeable to Profit and 
Loss, or some such account as "Cost of Replacing Auto." 
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Of course, there is absolutely no objection to creating a 
reserve for the depreciation of any or all of the wasting as- 
sets, or to writing off a certain amount periodically to Profit 
and Loss account, or to the proper maintenance or expense 
accounts. Whether this is done would depend largely on the 
wishes of the person for whom the private accounts are kept. 

An asset account may be kept with Library in order to 
show the cost of the private library. Expenditures for re- 
binding should not be capitalized. 

An asset account with Household Equipment should be 
kept as far as possible according to the principles employed 
in keeping any tangible fixed asset account. Very often the 
person who is keeping the private accounts can not ascertain 
whether purchases of household equipment are replacements 
or additions. If a pair of lace curtains, or a rug, is pur- 
chased, it might be difficult to decide whether to debit House- 
hold Equipment, or Replacements of Household Equipment. 
The new rug might be placed in the parlor, and the old rug, 
which has still some wear left in it but has practically no 
value, might be placed in the back hall, or used otherwise. 
When a piece of crockery or furniture is broken or discarded, 
the person in charge of the accounts will not, as a usual thing, 
be notified and hence the Household Equipment account is not 
credited, as it should be, with the cost of all items destroyed, 
discarded or otherwise disposed of. 

A consideration of these matters clearly shows that the 
strict, systematic methods of business cannot be carried out 
in the private accounts of an individual. It is because of 
this fact that the author frequently advocates in practice that 
the Household Equipment account be debited with all pur- 
chases of household equipment, including replacements as well 
as additions. This plan does away with the Replacements 
of Household Equipment account, and causes the Household 
Equipment account to show merely the total amount expended 
for household equipment. 
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Of course this makes a very impure account, from the 
standpoint of scientific accounting, in that the balance shows 
neither an asset nor an expense, but rather a combination 
of both, and the plan would not be at all feasible for the ac- 
counts of a business. In keeping the private accounts of an 
individual it is, however, a case of meeting the conditions 
as they exist. One cannot "lay down the law" as to how 
the household affairs shall be administered. The state of 
domestic felicity in the home might be disturbed by the in- 
troduction of strict business methods, and the bookkeeping 
must conform to the conditions, unsatisfactory as the result 
may be from an accounting standpoint. 

Under such circumstances it must be kept in mind that 
the individual for whom the accounts are kept is the only one 
to please — in fact, the only one interested. The thing to do 
is to keep the accounts so that each one will be self-anal3rtical. 
Let the classification be logical and to this end keep as many 
ledger accounts as necessary, even though that number seems 
very large. Also make each ledger account as clear as possi- 
ble, bringing particulars in the ledger, if necessary, in con- 
nection with each item posted. 

§365. Treatment of Income Accounts. 

Margin on Securities Sold account should be debited with 
the gross losses sustained on securities disposed of at a loss 
(difference between the cost and the selling price), and should 
be credited with the gross profits realized on securities sold 
at a gain. 

Interest on Savings accounts should be credited with in- 
terest credited on savings bank accounts. Such an entry must 
not be passed through the cash book, since the savings bank 
has merely credited the account and has not paid the interest 
in cash, but must be made through the journal, the proper 
savings bank account being debited and Interest on Savings 
accounts being credited. 
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§366. Treatment of Expense Accounts. 

The Maintenance of Residence account should be debited 
with the carrying charges on the residence (interest on mort- 
gage, taxes and insurance) and with the maintenance charges, 
such as repairs and replacements. The object of this account 
is to show the expenses of maintaining the property occupied 
by the owner as a home. The expenses that would be paid 
if the property was rented instead of owned — such as light- 
ing, heating, up-keep of grounds, etc. — should not be included 
in the Maintenance of Residence account, such expenditures 
being chargeable to Household Expenses account. 

Household Expenses account will be debited with all the 
regular expenses of conducting the home, aside from cloth- 
ing, moneys used by the members of the family for personal 
use, etc. ; e. g., meats, groceries, fruit, milk, supplies for the 
house, fuel, lighting, care of grounds, wages of servants, etc. 

Private expense accounts should be kept for each member 
of the family old enough to receive allowances material in 
amount. These accounts are debited with all money paid to 
members of the family for private use, regardless of whether 
it is expended, kept on hand, or deposited in a savings ac- 
count. If the wife chooses to maintain a savings bank ac- 
count the matter is her personal affair and its record is not 
within the province of an accountant keeping the private ac- 
counts of the husband. 
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APPENDIX 



MUNICIPAL AND PUBLIC SERVICE ACCOUNTS 

Municipal accounts and the accounts of certain lines of 
important organized business are not shown among the 
classifications of the present volume, owing to the excessive 
space required for an adequate presentation, and also because 
of the very excellent treatment already accorded these ac- 
counts in other publications. Those interested in the omitted 
classifications are referred to the following sources of in- 
formation : 

Municipal Accounts: 

Various reports and circulars treating of uniform accounts 
for municipalities are published by the Bureau of Mtmicipal 
Research, 261 Broadway, New York City. 

Railroads : 

Various bulletins and circulars published by the Interstate 
Commerce Commission, Washington, D. C, describe in de- 
tail the uniform system of accounting prescribed by the 
Commission for steam roads, and the purposes of each account 
included in the system. 

Street and Electric Railwajrs: 

"Uniform System of Accounts for Street Railway Cor- 
porations " 25c. Published tgr the Public Service Commis- 
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sion for the First District of New York, 154 Nassau St., 
New York City. 

"Classification of Operating Expenses, Operating Revenues, 
and Expenditures for Road and Equipment for the Use of 
Electric Railways." 30c. Published by the American Elec- 
tric Railway Accountants* Association, 29 West 39th Street, 
New York. 

Electrical Corporations: 

"Uniform System of Accounts for Electrical Corpora- 
tions." 2SC. Published by the Public Service Corporation 
for the First District of New York, 154 Nassau St., New 
York City. 

"Standard Classification of Construction and Operating 
Accounts for Electric Light and Power Companies." $1.00. 
Published by the National Electric Light Association, 29 
West 39th Street, New York. 

Gas Companies: 

"Uniform System of Accounts for Gas Corporations." 
25c. Published by the Public Service Corporation for the 
First District of New York, 154 Nassau St., New York City. 

"Report of Committees on a Uniform System of Accounts 
for Gas Companies." $5. Published by the American Gas 
Institute, 29 West 39th Street, New York. 

Telephone Corporations: 

"Standard Telephone Accounts — Bell Telephone System." 
(Accounting Circular No. 6.) 

"A Commentary on Accounting Circular No. 6— a paper 
read before the Philadelphia Telephone Society by Charles G. 
DuBois, Comptroller of American Telephone and Telegraph 
Company." 

Both of the above valuable contributions to accounting 
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literature are published by the American Telephone and Tele- 
graph Company. 

Hospital Accounts: 

"Hospital Accounting and Statistics." $1.25. Published 
by Thompson-Brown Co., Boston, Mass. 

College* University, and Trade School Accounts: 

"Standard Forms for Financial Reports of Colleges, Uni- 
versities and Technical Schools." (Bulletin No. 3.) Pub- 
lished by The Carnegie Foundation for The Advancement of 
Teaching, 576 Fifth Avenue, New York. 
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SUGGESTED ARRANGEMENT OF TRADING 

ACCOUNTS 

A prominent New York accountant suggests the following 
group of trading accounts as possessing some advantages 
over the Purchases, Sales, and Goods Returned by Customers 
accounts (when a perpetual inventory is maintained) as de- 
fined in Chapter XIV of the present volume : 

1. Merchandise Stock. 

2. Merchandise Purchases. 

3. Cost of Merchandise Sales. 

4. Merchandise Sales. 

5. Trading. 

A brief discussion of the functions of the above-named 
accounts follows: 



I. 



MERCHANDISE STOCK 



Debit : 

With cost of saleable goods, 
and depreciated valile of shop- 
worn and out-of-date goods 
on hand at the beginning of 
the fiscal period. 

At the close of each month, 
with the balance of Merchan- 
dise Purchases account, this 
balance representing the net 
purchases for the month. (At 
this time credit Merchandise 
Purchases account.) 



Credit : 

At the close of each month 
with the cost of merchandise 
sold during the month. (At 
this time debit Cost of Mer- 
chandise Sales account.) 
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MERCHANDISE STOCK— ConHnued. 



Debit : 

With the cost of goods re- 
turned by customers. (At 
this time credit Cost of Mer- 
chandise Sales account.) 



Credit 



The balance of this account represents the cost of goods 
on hand. 
2. MERCHANDISE PURCHASES 



Debit : 

With the cost of merchan- 
dise purchased. 

With the cost of freight and 
hauling applicable to merchan- 
dise purchases. 

(At the close of each month 
the cost of all goods returned 
by the business is to be en- 
tered in red ink on the debit 
side of this account, which is 
equivalent to a credit, as the 
red ink figures will be deducted 
instead of added.) (At this 
time credit Accounts Payable 
account.) 



Credit : 

At the close of each month 
with the net purchases for the 
month, which will be the bal- 
ance of this account. (At tliis 
time debit Merchandise Stock 
account.) 



3- 



COST OF MERCHANDISE SALES 



Debit: 

At the close of each month, 
with the cost of goods sold 
during the month. (At this 
time credit Merchandise Stock 
account.) 



Credit : 

At the close of each month, 
with the cost of goods returned 
by customers. (At this time 
debit Merchandise Stock ac- 
count.) 

At the close of each fiscal 



TRADING ACCOUNTS 
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COST OF MERCHANDISE SALES— Continued. 



Debit 



Credit: 

period with the cost of net 
sales, represented by the bal- 
ance of this account. (At 
this time debit Trading ac- 
count.) 



SALES 



Debit: 

At the close of each fiscal 
period with the net sales for 
the period, which is repre- 
sented by the net footing of 
the credit side of this account. 
(At this time credit Trading 
account.) 



Credit: 

At the close of each month 
with the gross sales for the 
month. (At this time debit 
Accounts Receivable account.) 

(At the close of each month 
the selling price of goods re- 
turned, and adjustments of 
overcharges to customers, are 
to be entered in red ink on the 
credit side of this account, in- 
stead of being debited; such 
red ink figures to be deducted 
from the regular credits (black 
ink figures) when striking the 
footings of the credit side 
of this account. The footing 
should represent the net sales. ) 



5. 



TRADING 



Debit : 

At the close of each fiscal 
period with the cost of net 
sales for the period. This is 
represented by the balance of 
the Cost of Merchandise Sales 
account. (At this time credit 
Cost of Merchandise Sales ac- 
count.) 



Credit : 

At the close of each fiscal 
period with the net sales for 
the period. This is repre- 
sented by the balance of the 
Merchandise Sales account. 
(At this time debit Merchan- 
dise Sales account.) 
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The balance of this account, at the dose of each period 
and after the above entries have been made, should be trans- 
ferred to the Profit and Loss account. 

This same general scheme of classification can- be carried 
out in a manufacturing business when monthly profits are 
ascertained. 



Ill 



EXERCISES IN CLASSIFICATION FOR STUDENTS 

OF ACCOUNTANCY 

Students of accountancy should find the classifications of 
accounts of the present volume materially helpful if properly 
used. To this end the author makes the following sugges- 
tions: 

Mercantile Accounts: 

Read and carefully study the classification of mercantile 
accounts shown in §113, and the analyses of these accounts 
which appear in Chapters XI to XXII inclusive. Then, on 
sheets of plain paper, arrange in proper order such a set of 
accounts as you consider suitable for some particular mer- 
cantile business in which it is not practicable to maintain a 
going inventory, as a retail grocery, or a wholesale novelty 
business. Next, define on sheets of blank paper the functions 
of each of the accounts shown on this list. In defining the 
accounts use the same form and arrangement as used in 
Part II of the present volume. Work independently as far 
as possible, but in case assistance is needed in defining an 
account, refer to the proper place in the present volume and 
memorize the information rather than copy it. In defining 
the debits and credits of each account, mention the relative 
account or accounts to be debited or credited in connection 
therewith. The next step is to compile a balance sheet and 
profit and loss statement, supplying fictitious figures as re- 
quired. 

Carry out the same plan for a mercantile business where 
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a going inventory is feasible, say a retail furniture business, 
or a wholesale carpet and rug business, or a wholesale gro- 
cery business, or a large coal business, etc. 

Manufacturing Accounts : 

Read and carefully study §114, classification of manufac- 
turing accounts, and the analyses of these accounts found in 
Chapters XI to XXV, and then carry out the general plan 
outlined under mercantile accounts for: 

(i) A business where a perpetual inventory is not de- 
sired but where the cost of each job must be known. As to 
materials, this is done by estimating the cost of stock used 
and crediting that cost to the Materials account; at which 
time Manufacturing account should be debited. Of course, 
the individual job account in the "Cost Ledger" is also deb- 
ited, because the "Cost Ledger" is subsidiary to the Manufac- 
turing account. At the close of each fiscal period the ma- 
terials on hand are inventoried at cost, and the difference be- 
tween the balance of the Materials account and the cost of 
materials on hand, as per inventory, is adjusted through the 
Inventory Adjustment account. Manufacturing account is 
credited at the close of each month, with the cost of jobs com- 
pleted. This figure is arrived at by summing up the total 
cost of all jobs completed during the month, as per the indi- 
vidual job accounts in the "Cost Ledger." 

Plumbing, printing, painting, and decorating, etc., will be 
found suitable for this practice work. In such businesses the 
cost of jobs completed should be debited to Sales account, or 
its equivalent. 

(2) A business where a perpetual inventory is desired, 
and where the cost of each job must be ascertained from the 
books. A business suitable for this purpose is that of a con- 
struction company building houses, or constructing tunnels, 
bridges, docks, etc. 



EXERCISES IN CLASSIFICATION 383 

(3) A regular manufacturing business where a perpetual 
inventory is required. A large clothing factory, desk fac- 
tory, or flouring mill would be suitable for this purpose. 

In carrying out the work outlined, as well as the work out- 
lined under mercantile accounts, it is desirable to bring in 
as far as possible every account common to mercantile and 
manufacturing businesses in order to get the broadest possi- 
ble knowledge of classification. 

I 

Suggestions on Classifications of Accounts in Part VI: 

Chapters XLII and XLIII present classifications of the ac- 
counts commonly used in banking. Students particularly in- 
terested in accounts of this nature should study and master 
the functions of each account. A clearer knowledge of the 
accounts may perhaps be gained by defining their functions 
on sheets of plain paper according to the form and arrange- 
ment shown under the classification of mercantile and manu- 
facturing accounts. The student is also advised to compile 
a balance sheet and a statement of earnings and expenses, 
using fictitious figures for this purpose. 

Chapter XLIV, treating of the accounts of a realty de- 
velopment company, is technical. This particular line of 
business is selected because it affords an opportunity to intro- 
duce certain accounts and principles not specifically treated 
elsewhere in the present volume. The student interested in 
these accounts should outline the functions of each account 
shown in the list. If this does not develop a sufficiently clear 
knowledge of classification as applied to these accounts, it is 
a good plan to make up a series of imaginary transactions, 
entering them in journal-entry form on sheets of journal 
paper, and then posting them to skeleton ledger accounts 
headed according to the list in Chapter XLIV. 

The functions of the accounts listed in Chapter XLV — 
amusement enterprises operating seaside resorts, etc. — should 
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be readily understood. The particular line of business is 
introduced because it brings in a number of distinctive and 
characteristic accounts. 

The contents of Chapter XLVI, accounts of libraries, 
should be studied carefully and, if the functions of the ac- 
counts are not clear to the student, he should carry out the 
same plan of defining the functions of each account as sug- 
gested heretofore. If particularly interested in this class of 
accounts, he should compile a balance sheet, a statement of 
income and expenses, and a summarized statement of receipts 
and disbursements, using fictitious amounts. 

The same plan should be followed in connection with Chap- 
ter XLVII, accounts of clubs. The student should also select 
some club or other social organization with which he is 
familiar, and frame a set of accounts to meet its particular 
conditions. 

In connection with the study of the accounts listed in Chap- 
ter XLVIII, accounts of professional men, the student should 
fran^e sets of accounts for diflferent professions, as for in- 
stance, a lawyer or a doctor, and then outline the functions 
of the diflferent accounts in detail, according to the form 
already suggested. 

Scope of Work Suggested: 

The foregoing suggested work will be looked upon by many 
as almost absurdly extended, and in truth it is for one who 
is interested in but one line of business, or who desires only a 
limited knowledge of the science of classification. For those 
who desire a broad and practical knowledge of classification 
it is not. 

The student of the present volume should select the charac- 
ter of practice work best fitted to his individual needs. If he 
aspires to become a thoroughly competent accountant, private 
or professional, he can not do better than to persistently work 
at classification problems until he has acquired a thorough 
knowledge of this important feature of accountancy. 
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Account, 
Accounts Payable, 159. 
Accounts Receivable, 29, 30, 103, 

104. 
Accrued Interest on Bonds, 136. 
Accrued Interest on Mortgages 

Payable, 137. 
Accrued Taxes, 161. 
Agents' Earned Commissions, 

160, 161. 
Agents' Unearned Commissions, 

160. 
Bonds, 182, 183. 
Buildings, 141-144. 
By-Products, 216, 217. 
Capital, 25, 34-36, 187, 188. 
Capital Stock, 23, 24, 34-391 47- 
Capital Stock — Common, 171. 
Capital Stock — Preferred, 171. 
Cash, 95, 96. 
Cash Sales, 105, 106. 
Consignment, 185, 186. 
Consignment Sales, 185, 186. 
Construction, 142, 143. 
Cost of Merchandise Sales, 378, 

379- 
Developmental Expenses, 127, 128. 

Discount, 134, 135. 

Dividends, 181, 182. 

Expense, 168-170. 

Factory Supplies, 204, 205. 

Finished Products, 208, 214, 215. 

General Administrative Expenses, 

166-168. 
Goods Returned by Customers, 

126. 
Good Will, 156-158. 
Imprest Fund, 96, 97. 
Income from Rentals, 162, 163. 
Income from Securities Owned, 

162. 
Individual Owner's Capital, 187, 

188. 
Instalment Contracts, 106. 
Insurance Premiums Prepaid, 
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Interest, 132, 133. 

Interest on Bonds, 136. 

Interest Prepaid, 133. 

Interior Alterations, 154, 155. 

Inventory, 115. 

Investment, 187, 188. 

Land, 139, 140. 

Machinery and Equipment, 191- 
194. 

Maintenance of Real Estate, 163, 
164. 

Manufactured Parts, 212. 

Manufacturing, 207, 208, 213, 214. 

Manufacturing Expenses, 203. 

Merchandise, 117, 118. 

Merchandise Purchases, 378. 

Merchandise Stock, 377, 378. 

Miscellaneous Income, 164. 

Miscellaneous Interest, 137. 

Mortgages Payable, 187. 

Mortgages Receivable, 108, 109. 

Notes Payable, 159, 160. 

Notes Receivable, 108, 109. 

Office Equipment, 155. 

Office Supplies, 130, 131. 

Organization Expenses, 177, 178. 

Patent Rights, 199, 200. 

Patterns, 198, 199. 

Pay Roll, 201-203. 

Plotted Tracts, 140-142. 

Profit and Loss, 24, 25, 71, 72, 
189, 190. 
Purchases, 119, 122, 123. 

Raw Materials, 206, 207, 209, 210. 

Reserve for Cancelled Sales, 107. 

Reserve for Depreciatipn of 
Buildings, 144, 145, 148, 149. 

Reserve for Depreciation of Ma- 
chinery and Equipment, 196, 
197. 

Reserve for Depreciation of Of- 
fice Equipment, 156. 

Reserve for Discounts. 135, 136. 

Reserve for Sinking Fund, 179. 

Sales, 120, 123-125, 379. 
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Accou NT — Continued 
Sales of By-Products, 217. 
Sales of Finished Products, 209, 

215, 216. 
Securities Owned, 184. 
Selling Expenses, 164. 
Shipment, 184. ^^B- 
Sinking Fund, 178-180. 

Small Tools, I97, 198. 

Stable Equipment, 151, IS2. 

Stable Expenses, 165, 166. 

Stable Supplies, 131. 

Store Fixtures and Equipment, 

152, 153. ^ , 
Subscribed Stock, 172, I73- 
Subscriptions to Stock, 171, 172. 
Surplus, 24, 25, 180, 181. 
Trading, 7h 72, 121, 122, 379, 2po. 
Treasury Stock, I73» 174- ^ _ 
Treasury Stock Subscribed, 170, 

Unplottcd Tracts, 140, 141. 
Working Capital Donated, I7S- 

177. 
Accountants, 77-79- 

Accounting, 

Cost, 219-250. 

Definition of, 77- 

Dishonest, 11, 158. 

Incompetent, 11, 12. 

Purposes and Requisites of, 9-i4- 

Scientific, II-14. 

Systems, 63-66. 
Accounts, 20-30. 

Analysis of Expense, 167, 168. 

Arrangement of. 28, 29, 169. 

Asset and Liability, 28. 

Balance Sheet, 21. 

Classification of, 21-30, 85-94, 
309-373. (See also Classifica- 
tion.) 

Club, 355-359. ^ ^, 

Consignment, 185, 186. 

Consignors*, 186, 187. 

Controlling, 29, 30, 64. 

Custofners', 29, 30. 

Diagram of, 21. 

Distinctive Manufacturing, 220, 

221. 
Equipment, 151-156, I9I-I94, ^96, 

197. 
Functions of, 9, 10. 
Income and Expense, 162-170. 
Library, 348-354- 
Loss on Bad, 61. 62. 
Manufacturing Business, 21, 89- 

94, 220, 221. 



Accounts — Continued 
Mercantile Business, 21, 86-89. 
Municipal and Public Service, 

374-376. 
Must be a True Exhibit, 10. 
National Banks, 311 -31 5. 
Nature of, 16. 
Negative, 53*56. 
Net Worth, 21. 
Pleasure Resort Enterprise, 337- 

347. 

Private, 367-373- 

Professional Men, 360-366. 

Requirements of, 10. 

Reserve, 149-15 1. (See also Re- 
serves.) 

Reserve for Bad, 62, 104, 105, 150. 

Savings Banks, 316-323. 

Subsidiary, 29, 30, 63, 64, 66. 

Suburban Real Estate Develop- 
ment Company, 324-336. 

Synonymous Terms for, 82-84. 

Theory of, 295-308. 

Trading, 377-3)30. 

Trustees in Bankruptcy, 278. 
Accrued Interest, 

on Bonds, 136. 

on Mortgages Payable, 137. 
Accrued Items, 150. 
Accrued Taxes, 161. 
Adjustments, Bookkeeping, 17, 64, 

65. 

Administrative Expenses, Gen- 
eral, 166-168. 

Affairs, Statement of, 275, 279, 
280, 282, 283. 

Alterations, Interior, 148, 154, 155. 

American Form of Balance 
Sheet, 55, 56. 

Amusement Enterprise, Accounts 
OF, 337-347. 

Analysis, 

of Fixed Assets Book, 138, 192, 
193. 

of Selling and Administrative 
Expenses. 167, 168. 
Annual Report. (See Reports.) 
Appendix, 374-384. 
Arrangement. 

of Accounts, 28, 29, 169. 

of Balance Sheet, 50-55. 

of Profit and Loss Statement, 58, 

59. 
Assets, 22. 

Fixed, 22, 138. 

Inventory of, 138, 192, 193. 

Floating, 22. 



Assets — Continued 
On Balance Sheet, 5^55- 
Synonymous Terms for, 82. 

Assignment of Stock, 41-441 47> 

Auditors, tj, 78. 
Bad Accounts, Loss on, 61, 62. 
Reserve for, 62, 104, 105, 150. 
Balance Sheet, 50-62, no, 149, 150. 
Accounts, 21. 

American Form" of, 55, 56. 
Arrangement of, 50-55. 
English Form of, 55, 56. 
Forms of, 254, 255, 260, 261, 273, 
287. 
Balance, Tkial. (See Trial Bal- 
ance.) 
Bank, 
National, 
Accounts of, 3 II -3 1 5. 
State'ment of, 267-270. 
Savings, 
Accounts of, 316-323. 
Bankruptcy, 275-284. 
Accounts and Reports of Trus- 
tees, 278. 
Deficiency Statement, 275, 280, 

281, 284. 
Investigation of Bankrupt's Af- 
fairs, 277, 278. 
Priority of Debts, 278, 279. 
Referees in, 277. 
Statement of Affairs, 275, 279, 

280, 282, 283. 
Trustees in, 275-278. 
Bond Register, 182, 183. 
Bonds, 178, 183. 
Account, 182, 183. 
Interest on, 136, 183. 
Bookkeepers, ^^^ 78. 
Bookkeeping, 16. 
Adjustments, 17, 64, 65. 
Double Entry, 18. 

Simplest, 18. 
Entries, 17. 

Qosing, 71. 
Object of, 16, 17. 
Simplest Method of, 18. 
Single Entry, 17, 18. 
Synonymous Terms in, 82-84. 
Books, 
Analysis of Expense Accounts, 

167. 168. 
Analysis of Fixed Assets, 138, 

192, 193. 
Bond Register, 182, 183. 
Cash Book, 97-102. 
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Cost Ledger, 228. 
Dividend Book, 48, 182. 
Double Entry, 
Changing from Single Entry, 

69, 70. 
Opening, 68, 69. 
Journal, 18, 19, 64, 6s» 
Ledger, 19, 20, 28, 29, 64. 
Minute Book, 48. 
of Original Entry, 10, 63-66. 
of Summarization, 63, 6<S. 
Ruling, 73-76. 
Sales Book, 105, 106. 
Stock Certificate Book, 46. 
Stockholders' Ledger, 47. 
Subsidiary Ledger, 29, 30, 63, 64, 

66. 
Transfer Book, 47, 48. 
Buildings, 141 -145. 
Account, 141 -144. 
Depreciation of, 139, 143-14S, 148, 

149. 
Repairs and Replacements, 148, 
149. 
Business Transactions, 
Nature of, 15, 16. 
Record of, 15-20. 
By-Products, 216, 217, 240, 241. 

Sales of, 217. 
Cancelled Sales, Reserve for, 107, 

108. 
Capital, 34-36. 
Account, 25, 34-36, 187, 188. 
Expenses, 60, 61, 80. 
Income, 80. 
Not a Liability, 57, 58. 
Outlay, 79. 
Synonyms for, 83. 
Working, 79, 175-177. 
Capital Letters in Reports, 252. 
Capital Stock. (See Stock, Cap- 
ital.) 
Account, 23, 24, 34-39, 47. 
Cash, 
Account, 95, 96. 
Book, 97-102. 
Defective Entries in, loi, 102. 
Modern, 99-101. 
Old Style, 98, 99. 
Posting from, 100, loi. 
Handling, 96, 97. 
Sales, 105, 106. 
Certificates of Stock, 41-44, 46-48. 
Assignment of, 41-44, 47, 48. 
Book of, 46. 
Issue of, 43, 46. 
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Chabgks, 

Profit and Loss, 26. 
Deferred, 56, 57- 

Revenue, 26. 
Classification of Accounts, 21-30, 

85-SM. 309-373. 
Accuracy of, 26, 27. 

Qubs, 355-359. 
Exercises in, 381-384. 
Importance of, 85. 
Libraries, 348-354- 
Manufacturing Business, 90-94. 
Mercantile Business, 86-89. 
Municipal and Public Service 

Corporations, 374-376. 
National Banks, 3"-3i5. 
Pleasure Resort Enterprises, 337- 

347. ^ 
Private Accounts, 307-373- 
Professional Men, 360-366. 
Savings Banks, 31^323- 
Special, 309-373- ' _ 
Suburban Real Estate Develop- 
ment Companies, 324-336. 
Treatment of, 85, 86. 

Classification of Debits and 
Credits, 27, 28. 

Closing Ledger, 49, 50, 70-72. 

Clubs, 
Accounts of, 355-359- 
Report of, 285-288. 

Commission Accounts, 160, 161. 

Common Stock, 39-41. 
Account, 171. 

Consignments, 185,186. 

Consignors' Accounts, 186, 187. 

Construction Account, 142, 143. 

Contingent Liabilities, 58. 

Contracts, Instalment, 106-108. 

Controlling Accounts, 29, 30, 

64. 
Sjmonymous Terms for, 83. 

Corporation, 31-48. 

Books of. (See under Books.) 

Capital Stock. (See Stock.) 

Compared with Partnership, 31- 

Definition of, 32. 
Dividends, 44-46, 48. 
Duration of, 32, 33. 
Incorporation of, 33, 34- 
Liability of Stockholders, 32, I75» 

176. 
Net Worth of, 23, 35, 36. 
Organization of, 32, 33. 
Stockholders of, 43, 44. 
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Computations, 239, 240, 244-250. 
Distribution of Costs, 238-240, 

244-248. 
Elements of Cost, 224, 225. 
Process Method, 237-249. (See 

also Process Method.) 
Production Order Method, 228- 
236. (See also Production Or- 
der Method.) 
Requisites of, 222-224, 235, 236. 
Results from, 224. 
(3osT DEsrrs, Direct, 229, 23a 
Cost Ledger, 228. 

Cx)ST OF Merchandise Sales Ac- 
count, 378, 379. 
C. P. A. Examination Questions, 

295-308. 
Credits, 20, 26-28. 
Customers' Ledger, 29, 30. 
Debits, 20, 26-28. 
Debts, Priority op, 278, 279. 
Deferred Charges to Profit and 

Loss, 56, 57. 
Deficiency Statement, 275, 280, 

281, 284. 
Deficit, 53, 54. 
Depreoation, 60, 145-147. 
Buildings, 139, 143-145. 148, 

149. 
Land, 139. 

Machinery, 195-197. 
Office Equipment, 156. 
Reserves for, 14S-150, 156, 196, 
197. 
Developmental Expenses, 127, 128. 
Disbursements and Receipts, 

Statement of, 80, 81. 
Discount and Interest, 133, 134. 
Discounts, 59, 100-102. 
Account, 134, 135. 
Reserve for, 135, 136. 
Distribution of Costs and Ex- 
penses, 202, 203, 230-235, 2^ 
242, 244-249. 
Dividends, 44-46, 48. 
Account, 181, 182. 
Book, 48, 182. 
Donated Stock, 174-177. 
Double Entry Bookkeeping, 18, 

Simplest, 18. 
Double Entry Books, 
Changing from Single Entry, 69, 

70. 
Opening, 68, 69. 
Electrical Companies Accounts, 
375. 
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Elements of Cost in Manufac- 

TUUNG, 224, 225. 
English Form of Balance Sheet, 

55, 56. 
Entries, 
Bookkeeping, 17. 
Closing, 71. 
Equipment Accounts, 151-156, 191- 

194, 196, 197. 
Errors in Trial Balance, ^t^ 68. 
Examination Questions, C. P. A., 

295-308. 
Exercises in Classification, 381- 

384. 
Exhibits. (See Reports.) 
Expenditure and Income, State- 
ment OF, 80, 81. 
Expense Account, 168-170. 
Expenses, 
Analysis of, 167, 168. 
Capital, 60, 61, 80. 
Developmental, 127, 128. 
Distribution of, 202, 203, 230-235, 

241, 242, 248, 249. 
General Administrative, 166-168. 
Manufacturing, 202, 203, 226, 227, 

230-235, 241, 242, 248, 249. 
Operating, 59, 60. 
Organization, 177, 178. 
Overhead. (See Overhead Ex- 
penses.) 
Selling, 164, 167, 168. 
Stable, 165, 166. 
Factory Supplies, 204, 205. 
Financial Statements, 251-294. 

(See also Reports.) 
Finished Products, 2cfe, 214, 215, 
221. 
Sales of, 209, 215, 216. 
Fiscal Period, 49, 50. 
Fixed Assets, 22. 
Analysis of, 138, 192, 193. 
Inventory of, 138, 192, 193. 
Fixed Liabilities, 22. 
Fixtures, 170. 

Account, 152, 153. 
Floating Assets and Liabilities, 

22, 23. 
Footings, 7(i, 

Fraudulent Accounting, ii, 158. 
Freight Inward, 111-113. 
Full-Paid Stock, 174-177. 
Fund, 
Imprest, 96, 97. 
Sinking, 178-180. 
Gas Company Accounts, 375. 
General Ledger. (See Ledger.) 



Going Inventory, 115-117. 

of Fixed Assets, 138, 192, 193. 

of Raw Materials, 210-212. 
Goods, 

in Process, 213, 214, 221, 222. 

Returned by Customers, 126. 
Good Will, 156-158. 
Gross Profits, 26. 
Hauling, 112, 113, 166. 
Horizontal Lines, Ruling, ^(^. 
Hospital Accounts. 376. 
Imprest Fund, 96, 97. 
Improvements, 148, 149. 
Income, 

and Expenditure, Statement of, 
80, 81. 

Capital, 80. 

from Rentals, 162, 163. 

from Securities Owned, 162. 

Miscellaneous, 164. 
Indirect Manufacturing Expense, 

230-235. 
Instalment Contracts, 106-108. 
Institution, Report of, 289-291. 
Insurance Premiums Prepaid, 128- 

130. 
Interest, 100, loi. 

Account, 132, 133. 

Accrued, Notes Receivable, tzi' 

and Discount, 133, 134. 

on Bonds, 136, 183, 

on Mortgages Payable, 137. 

Prepaid, 133. 
Interior Alterations, 154, 155, 148. 
Inventory, 110-117, 217, 218. 

Account, 115. 

Perpetual, 115-117. 
Fixed Assets, 138, 192, 193. 
Raw Materials, 210-212. 

Synonjjmous Terms for, 83. 

Valuations, no, in, 114, 115. 
Investment Account, 187, 188. 
Irregularities, Avoidance of, 72, 

Journal, 18, 19, 64, 65. 
Journalizing, 20. 
Labor, 

Costs, 238-240. 

Non-Productive, 226. 

Productive, 225, 226. 
Land, 139-142. 

Account, 139, 140. 

Valuation of, 139, 140. 
Ledger, 19, 20, 28, 29, 64. (See also 
Books.) 

Accounts. (See Accounts.) 

Qosing the, 49, 50, 70-72. 
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Cost, 228. 

Customers', 29, 30. 

Dividend, 48, 182. 

General, 19, 20, 28, 29, 64. 

Stockholders', 47. 

Subsidiary, 29, 30, 63, 64, 66. 
LiABiUTiES, 22, 23, 58. 

on Balance Sheet, 50-55. 
Liability of Stockholders, 32, 175, 

176. 
Library, Pubuc, 

Accounts of, 348-354. 

Report of, 292-294. 
Loss, 

and Gain, 189, 190. (See also 
Profit and Loss.) 

on Bad Accounts, 61, 62. 
Reserve, 62, 104, 105, 150. 

on Cancelled Sales, Reserve, 107, 
108. 
Losses, 59, 150. 

Machine Hour Method, 232, 233. 
Machinery and Equipment^ 

Account, 191 -194. 

Repairs and Replacements of, 

194-196. 
Reserve for Depreciation, 

MAxJ-^NXKO, IPS. 

of Real Estate, 163, 164. 
Man Hour Method, 231, 2^. 
Man Rate Method, 231. 
Manufactured Parts, 212, 

239. 
Manufacturing, 
Account, 207, 208, 213, 214. 
Elements of Cost in, 224, 225. 
Terms, Synonyms for, 83. 
Manufacturing Business, 220. 
Accounts of, 89-94, 220, 221. 

Classification, 90-94. 

Diagram, 21. 

Distinctive, 220, 221. 
Organization of, 221. 
Profit and Loss Statement of, 58, 

59. 
Report of, 49, 50, 253-258. 
Manufacturing Expenses, 202, 203, 
226, 227, 230-235, 241, 242, 248, 

249. 
Materials. (See Raw Materials.) 
Mercantile Business, 220. 
Accounting System of, 66. 
Accounts of, 86-89. 
ClassiiRcation, 86-89. 
Diagram; 21. 
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Mercantile Business — Continued 
Profit and Loss Statement of, 58, 

59. 
Report of, 49, 50, 259-266. 

Merchandise^ 

Account, 117, 118. 

Purchases Account, 378. 

Sales, Cost of, 378, 379. 

Stock Account, 377, 378. 
Methods of Cost Finding, 228-250. 
Minute Book, 48. 
Miscellaneous Income, 164. 
Miscellaneous Interest, 137. 
Mixed Method of Distributing 

Expense, 232. 
Monthly Report, Treasurer's, 271- 

374. 

Mortgages. 

Payable, 187. 
Interest on, 137. 

Receivable, 108, 109. 
MuNiaPAL Accounts, 374-376. 
National Bank, 

Accotmts of, 3 1 1-3 15. 

Statement of, 267-270. 
Negative Accounts, 53, 56. 
Net Profit, 26. 
Net Worth, 23, 35, 36, 50-55. 

Accounts, 21. 
New Jersey C P. A. Questions^ 

304-306. 
New York C. P. A. Questions, 

297-303. 
Non-Productivs Labor, 226. 
Notes, 
Payable, 159, 160. 
Receivable, 108, 109. 
Office, 
Equipment, 155, 170. 
Reserve for Depreciation of, 
156. 
Fixtures, 170. 
Supplies, 130, 131, 169, 170. 
Opening Double Entry Books, 68, 

69. 

Operating Expenses, 59, 60. 
Organization, 

Expenses Account, 177, 178. 

of Manufacturing Business, 221. 
Original Entry, Books of, 19, 63> 

00. 

Outlay, Capital, 79. 

Overhead Expenses. 226, 227, 230- 

235, 241, 242, 248^ 249. 
Partnership, 188. 

Compared with Corporation, 31. 

Net Worth of, 23. 
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Notes, 159, 160. 
Pay Roll Account, 201-203. 
Perpendicular Lines, Ruling, 74, 

75. 
Perpetual Inventory. (See Going 
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Report of, 292-294. 
PuBUc Service Corporation Ac- 
counts, 374-376. 
Purchases, 
Account, 119, 122, 123. 
Merchandise, 378. 
Purposes of Accounting, 9-14. 
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